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CHAPTER |
INTRODUCTION

1. BASiS FOR STUDY. Inits Terms of Reference, the Joint Logistics Review Board
(JLRBY was directed to review financial management during the Vietnam era and to give
particular attention to the subject of financial controls exercised by the Department of
Defense (DOD). The manner in which financial management functions are performed -- in
obtaining and utiliziny financial resources -- has appeuared to affect significantly the capa-
bility and responstveness of jogistic systems in providing support to combat forces during
the Vietnam era.

2. SIGNIFICANCE. The provision of logistic support to military forces involves the use
of many resources. " These resources include maleriel, services, manpower, and money.
The acquisition of these resources requires the use and, therefore,  the management of fund-
ing. For the performance of the military functions of the DOD, direct congressional appro-
priations of almost $50 biliion were made in FY 64, the iast full fiscal year before the be-
ginning of the Vietnam era. By contrast, this sum increased to morse than $76 billion in FY
69. During this period the budget outlays increased from $49. 6 billion in FY 64 (equal to
8.1 percent of the Gross National Product (GNP)) to $77. 9 billion in FY 69 (equal to 8. 7 per-
cent of the GNP). which inciuded an estimated $28. 8 billion of special support costs for
Southeast Asia operations.

3. STUDY OBJECTIVES. This morograph reviews the manner in which financial man-
agemen:. functions have been performed in the DOD during the Vietnam era and identifies the
strengths and weaknesses of this management in the provision of adequate and timely logis-
tic support. The intent is to identify those features of the {inancial management polieies and
procedures utilized during the Vietnam era that have been directly related to the events that
occurred. The recommendations derived from this study should enhance the efficiency with
which logistic support is provided in future military operations.

4. SCOPE. This monograph provides a general review of the operations of financial
managenient systems in the DOD components responsible for logistic support of U. S. combat
forces in Vietram. Also reviewed are the pertinent JLRB studies of other functional areas
in which budgetary or financial matters were noted as influencing the accomplishment of
specific functions, Tune evoiution and operation of the [inancial management systems are
described briefly to provide a background for the examination of specific areas directly in-
volved in the study objectives. In addition, the design and efficiency of the financial man~
agement systems used during the Vietnam era are evaluated. No attempt has been made to
evaluate the judgment dispiayed in establishing objectives for financial programs and bud-
gets or in making substantive program management decisions. Where appropriate, how-
aver. the effect of such actions on the operations of the DOD have been noted.

5. ORGANIZATION OF THE MONOGRAPH. This monograph is composed of 10 chapters
in addition to this introductory chapter. Chapter 1I provides a general description of the
financiai managenert toois used within the DOD. Chapter [II discusses the processing of
budget estinnites.  Thapler 1V addresses the use of annual appropriations for financing
operating vxpenses. Ch-oter V considers the financing of inventories of expense category
items through worsing capitad funds and otherwise. Chaplers VI and VII discuss the funding
of investment cos's, Including military eonstruction and major procurement programs.
Chapters VIii. IX. and X discuss other areas of financial management, including audit
activities. the use of industrial funds, and the financing of military and civilian assistance
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to the host country and allied forces. Chapter XI summarizes the conclusions, observations,
and recommendations of all chapters. Two appendixes provide additional information in
specific areas of interest on financial management systems and procedures.
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CHAPTER I
GENERAL BACKGROUND

i. INTRODUCTION

a, Financiai management pertains to those procedures and techniques that are applied
to the controui of resources to ensure that t'ie appropriated funds are utilized in accordance with
approved programs and budgets and within any limitations that hav: been established.

b. The performance of financlai functions was reviewed at successive organizatlon
ievels of management control, Attention was given to the financial management responslbiilties
and controis vested at the successive ievels within the Office of the Secretary of Defense and the
headquarters of the military departments, one or more ieveis of intermediate field and fieet
commands, and flnaiiy the command activity that actualiy performed each function for which re-
sources were provided. Financial management systems influencing or dictating management
declsions that ultimately assisted or restricted the exercise of command management procedures
and program performance were identified at each of these ievels,

2. TYPES OF FUNDS. The policies and prccedures for financial management differ according
1o the purpose of the respectlve types of fund accounts utilized. In this monograph, these clas-
sifications of funds provide a logicai basis for organizing the analysis of financial management
issues that affect the iogistical suppori forces in Vietnam and in areas in direct support of the
combat effort. These classiflcations inciude onerating expense funds, investment cost funds, and
working capitai funds. Where operatlng costs : re concerned, the two areas of direct interest are
the iogistlcai srganizations that provide suppori and the organizatlons in Vietnam or in areas of
offshore support that ottain and use supplies and services. The investment cost funds are the
varlous major procurement and mllitary construction appropriations of the Services. The work-
ing capitai accounts to which primary attention is given are the stock funds, which flnance in-
ventorles of materiei pending their issue (sale) for use In programs financed by other funds.
There are also industrial funds that flnance the performance in industrial and commercial facili-
ties of work that has been ordered and is paid for by applicable appropriations for the items or
services furnished.

3. FINANCIAL MANAGEMENT ISSUES. In this study of the broad aspects of financizl manage-
ment and their aprlication to the acquisition of resources for logistic suppori, four major issues
warranted an In-depth investigation. In the succeeding chapters of this monograph, each issue is
developed in sufficient detail to establish a basis for findings, recommendations, and/or observa-
tions. For a general overview of the content of these chapters, each issue and thiee specialized
areas are briefly discussed ln the foilowing paragraphs.

a,  Responslveness of the Planning, Programming, and Budgeting System. This issue is
discussed In Chapter III, Budget Estimates During the Vletnam Era. A detaiied assessment of
those hilgh-level flnancial management procedures and other adminlstrative actions used within
the executive and legisiative branches of the Government during the Vietnam era is provided.
These procedures encompass the budget cycle, Department of Defense {DOD; budget submisslon
for FY 65 to FY 70, the impact of budgetary actions on defense programs, and perlincnt examples
to cite thelr effects. National poilcies relating to flnancial management actlons and declslons
are examined in an effort to assess their impact on DOD programs. A detalled explanation of the
Planning, Programming, and Budgeting System used by the DOD during this era is included In

Appendix A,
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b. Control and _ost Accounting for Operation Costs. Chapter IV, Financing of Opera-
tionai Expenses, is devoted to an analysis of this issue. This chapter discusses service funding
under the Operations and Maintenance (O&M) appropriation, the extent to which financial manage-
ment controls were introduced into SE Asia by the Services, and the significance of such controls
during combat cperations. Even though a significant segment of O&M funds was utili~ed to defray
the costs of civilian personnel and contractual services, the discussion is focused primarily on
the dollar costs of financing consumable materials recuired to support combat units, combat sup-
port units, and combat service suppori units in a cor:bat environment, Financial controls as-
sociated with that type of expenditure were traced directly to the initiation of a supply action at
the consumer or operational level of command. Consequently, the extent of interface between the
suppiy and financial systems below the stozk fund level within the respectlve Services was, of
necessity, inciuded. Aiso Inciuded is a deiailed description of the management of O&M funds

within each of the Services and a discussion of the diffe rences in concepts cf the management of
funds and materiei resources,

c. Use of Stock Fund Financing for Inventories. This issue is addressed in Chapter V,
Funding of Inventories of Expense Items. The chapter describes the concepts of working capitai
funds and the DOD policy and rationale for the use of these stock funds to finance inventories. An
analysis of the capitalization of stock funds during the period FY 65 - FY 69 is provided. Included
is a detailed discussion on the manner in which the Services and Defense Supply Agency (DSA)
stock funds were utilized during the Vietnam era, as weil as a review of their related financial
management structures. To evaiuate the application of management controls to stock funds, the
concepts and the procedures {or administering financial programs for stock funds are presented,
together with the history of stock fund programming actions between FY 65 and FY 69,

d. Financing of Investment Costs.-Miiitary Construction and Major Item Procurement.
Chapters VI and VII treat investment costs associated with the acquisition of major items of
equipment, ammunition, and reai property. Investment costs include major end items of equip-
ment and major secondary ltems. These item categories are subject to continuing centralized,
individual-item management and asset control throughout all comymand and support echelons
throughout their in-service life. Construction, inciuding the cost of land and rights therein, are
also investment costs for program-budgetary purposes, Since these chapters interface to a great
extent with the Constructlon Monograph and the Procureimnent and Production Monograph, an at-
tempt has been made to avoid duplication. Accordingly, the planning and programming phases of
the military construction and major item procurement programs have been discussed only to the
degree necessary to deveiop a sound basis for evaluating budgeting and tinancial procedures.
Conclusions resuiting from the anaiysis of miiitary construction strongiy support severai recom-
mendations concerning changes to procedures that wouid simpiify and ensure more responsive
constructior support during contingency operations in a combat area. In the area of procurement
of major items of equipment, the facts substantlate that the financial procedures used during the
Vietnam era were-sound and that any deflciencles were the result of other management decisions
and not the financial system,

e, Speciaiized Areas. Chapters VIO, IX, and X, Auditing, Industrlai Funds, and Military
Assistance Progrim (MAP), contain a discussion of flnancial management procedures in these
specialized areas. Although no specific issue has been identified or associated with these pro-
cedures, It was considered appropriate to study the financial management systems peculiar to

these areas of logistic support to evaivate thelr effectiveness in providing logistic support to the
forces in the combat theater.

(1) Inciuded within Chapter VII is a survey of auditing operations in the comlat

theater during the Vietnam era and a summary of selected audit reports that highlight the levei of
audit effort.

{2) Industrial fund financing procedures are discussed in Chapter IX with a brief de-
scription of how industriai faciiities are managed by each Service, the poiicies and procedures

that govern these functlons, and an explanation of the administrative contruis under which they
must operate.
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(3) Chapter X includes a brief istory and background of the MAP prior to March
1966, and the transition to The Miiltary Assistance Service Funded (MASF) program and proce-
dures subsequent to that period in time. Strengths are confirmed in the findings concerning the
financial management procedures in the MASF program, and gains in management effectiveness
as the result of controlled audit operations in a combat theater. The review of industriai fund
financing supports a recommencation that industriai-funded activities be exciuded [rom civilian
personnei celling controis to permit greater flexibiilty in adjusting personnei strengths to

fluctuating workioads.




CHAPTER ll
BUDGET ESTIMATES DURING THE VIETNAM ERA

i. CONTENT. This chapter of the Financial Management Monograph covers the Department
of Defense (DOD) budget estimates during the Vietnam era. It discusses in detaii the budget
cycle, budget scheduies, and financiai management tools in use during this era, and it anaiyzes
how these financiai management toois were applied and the effect on DOD programs.

2. BUDGET CYCLE

a. Genera!. The budget cycie is the administrative process that encompacses the period
from the budget concept to the signing of an appropriation act. It is a tedious and compiex pro-
cedure invoiving many decisions and administrative actions by numerous individuais throughout
the Services, defense agencies, the Office of the Secretary of Defense (OSD), the Bureau of the
Budget {BOB), the Congress, and the Presidert. In theory, each budget cycie is designed to
cover approximateiy i8 months, however, two fuii years may eiapse before 2 budget beccmes
an appropriation act. This delay occurs when the iegisiative Lranch does not pass the act untli
midway in the fiscal year. The delay is one of continuing concern to officiais in both the execu-
tive and the iegislative branches of the Government.

b. Initiai Steps in the Budget Cycle

{i) An integrai part of the budget cycie is the pianning and programming that must
be accomplished in preparation for the deveiopment of the budget estimates. These procedures
were standardized for ail of the Services and the defense agencies during the eariy months of
the Kennedy Administration. In i96l, under the direction of the Secretary of Defense, the formai
Planning, Programming, and Budgeting System (PPBS) was impiemenied. Certain modifications
have been made throughout the ensuing years. The latest change became effective on i January
i970. A detalied description of the entire PPBS is presented in Appendix A.

(2) As the transition from programming to budgeting evoives, the first steps in the
preparation of the DOD budget are taken in the executive branch by the various Services and
defense agencies. During the spring of the year, the individuai Services and defense agencies
receive iogistic and budget planning guidance from the Secretary of Defense. This guidance
establishes the basis for the imtiai preparation of the budget. Frequent revisions to the budget
are made during the summer and fali months, as directed by the Secretary cf Defense. In the
fall of the year, the Services, defense agencies, and OSD, in conjunction with the BOB, conduct
budget reviews and hearings within the executive branch to determine the vaiidity, necessity,
and adequacy of the budget requests. Immediateiy thereafter, the BOB adjusts the DOD budget
and the other Government agencies budgets to best carry out the policy determinations and
national objectives of the current administration as determined by the President. Near the end
of the caiendar year, the budget ducument is prepared in finai form and sent to the Government
Printing Office for printing.

c. Congressional Action

(i) Submission to the Congress. Upon submission of the President's Budget to the
Congress in January it is referred to the Committees on Appropriations, The committees assign
the -rarious parts of the budget to their respective subcommittees for review, adjustment, and
approva). To faciiitaie the subcommittees efforts, the individuai miiitary depurtments submit

13
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justiflcations to substantiate the requirements and the dollar amounts requested. These justifi-
cation documents are voluminous, many in number and more detaiied than in the budget docu-
ment itself.

(2) Coungressional Hearings. Following submlssion of the budget document to the
Congress and the justifications of the budget to the subommittees, the congressional hearing
procedure is initlated. The Senate and the House Appropriation Subcommittees set up schedules
for DOD program and budget hearings. These hearings generaiiy begin with the presentation of
a prepared statement by the Secretary of Defense before the House and Senate commitiees. The
Secretary's statement is designed to summarize the entire defense .budget for the congressional
committees. Within the prepared text of the statement, the Secretary of Defense outiines the
approach to the preparatlon of the flscal year budget, the programs for the follow-on years, an
assessment of the international situation related to military policies and programs, and the
defense program relationship to the nationai economy. Subsequent sections of the statement
address the type of forces (such as Strategic Retaliatory, Continental Air and Missile Defense,
Generai Purpose, Airlift and Sealift, Reserve and Nationci Guard, Research and Development,
Generai Support, Civil Defense) and the requirement and estimated costs for each category.
Following the presentation by the Secretary of Defense, the Chairman of the Joint Chiefs of Staft
presents a statement describing the military readiness posture, These officials are followedin
turn by the Secretaries of the mllitary departments and the Service chiefs. Subsequent to these
formal appearances, representatives are cailed from each of the Services and defense agencies
10 appear before the subcommittees to justify their respective programs and budgets. In general,
nondefense subcommlttee hearings are held in open session with the public invited. However,
hearlngs on defense budgets that invalve discussions concerning the national security are held in
exvcutive session. An attempt is made to keep the public informed by releasing unclassified
versions of the testimony presented. Hearings on appropriation bilis range from a minimum of
a {ew days to & maximum of several weeks, although they may extend over a period of months
depending on the magnitude of the submission and the complexity of the defense program under
strutiny.

(3) Markup and Approval of Appropriation Biil. At the concluslon of the hearings,
the appropriation bill is marked up by the subcommittee. It s during this markup procedure
that the subcommittee members, in executive session, declde what adjustments, 1f any, will be
made to the submission. Committee prints of the bill and report are developed by the stafi under
the supervision of the subcommittee and are submitted to the full appropriations committee.
Once the fuli committee has agreed to the items and amounts to be contained in the bill and re-
port, they are transmitted to the parent body, House or Senate as the case may be.

{4) Joint House and Senate Action. Approprlation hille are {irst considered in the
House. Following debate and agreement in the House, the bill is sent to the Senate where it is
referred to the Senate Committee on Appropriations. It is studied by the subcommittee charged
with the responsibility for the bili. The subcommittee takes action and makes changes that are
deemed apprepriate. Subsequent to the subcommittee processing, the fuli commlitee and Senate
take action comparable to that previously described ior the House. If diffcrences exist in the
approprlation biil passed by both houses of Congress, conferees ara appointed to resolve the
differences. Upon agreement and approval by both houses, congressionai action on the bill is
concluded. )

d. Presidentlal Action. The biil is then forwarded to the President for his
approval. With hls signature it becomes a public faw and the Treasury Department and the BOB
are empowered to release funds in support of defense operations during the fiscal year.

3. DEPARTMENT Or NEFENSE BUDGETS FOR FISCAL YEARS 1965-70. During the period
FY 65-FY 70, the Service udgets were in a constant process of change. The DOD appropria-
tions were all enacted after the stan of the fisca! year. The President's budget submissions were
considerably smalier than the Servici 's udget requests, and many supplemental approprla-

tions were required to flnance the Vietnam confiict. Specific budget submissions and appropria-
tions for the period FY 65-FY 69 are vrovided in the foliowing tables. ‘i'able | purtrays the
Presldent’s budget submission and appropriation dates. Tahie 2 provides a comnparison of the

i4
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Service requests with the President's budget and appropriations. Tabie 3 iists the supplementai
appropriations required during this period, and Tabie 4 shows the estimated outiays for SE Asia
from FY 65 to FY 69. The President's budget for FY 70 did not provide an estimate of speciai
support for SE Asia operations.

TABLE 1

PRESIDENT'S BUDGET SUBMISSION AND APPROPRIATION DATES

President's Budget

Fiscal Year Submission AEEroEriationz
1965 2i January 1964 19 August 1964
1966 25 January 1965 29 September 1966
I! 1967 24 January 1966 15 October 1966
1968 24 Januazy 1967 29 September 1967
1969 24 January 1968 i7 October 1968
1970 i5 January 1969 29 December 1969

1 \mended on 15 Apri 1969.

%The amounts in the appropriations are shown in Tabie 2.

Source: Mr. Sheidon W. Tayior, Office of the Asslstant Secretary of Defonse
(Comptroller), FAD Tables, 14 January 1970.

a. Budget Fiexibilitg. When the appropriation biii becomes law, it establishes the

1 limit of the obligations that the executive branch may incur in carrying out the programs cov-
[ ered by the appropriation. The Presiden!, however, acting through the BOB, may release

- these funds to the departments and agencies or place them in reserve. This is done by means
J of apportionments, which are BOB allowances providing obligationai authority for a specific
period. Section 3679 of the Revised statutes, as amended by Section 12i1 of Pubiic Law 759,
81st Congress states, in part as follows:

"(c) Except ar otherwise provided in this section, ali appropriations or funds

available tor obligation for a definite period of time shali be so apportioned as to
E prevent obligation or expenditure thereof in a manner wnich would indicate a neces-
sity for deficiency or suppiemental appropriations for such period; and all appro-
priations or funds not iimited to a definite period of time, and all authorizations to
create obligationz by contract in advance of appropriations, shall be so apportioned
as to achieve the most effective and economical use thereof. As used hereafter in
this section, the term ‘appropriation' means appropriations, funds, and authoriza-
tions to create obligations by contract in advance of appropriations. "

Approprlation administrators are given the responsibiiity for execution of the apportionments.
Foilowing apportionment of funds by BOB, further limitations cr controis on funds may he im-
posed by the Secretary of Defensc or the Service Secretary. These controls are administrative
and are established to help prevent violations of Section 3679, Revised Statutes, and DOD

15
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FINANCIAL MANAGEMENT

TABLE 3

DEPARTMENT OF DEFENSE SUPPLEMENTAL BUIDGET

p—

ESTIMATES AND APPROPRIATIONS

President's

Fiscai Request Budget Appropriation
Year llate Estimate Date Approprialion
1985 2 Mar 1965 $ 230,394,000 30 Apr 1985 $ 230,394,000
1965 4 May 1965 700, 000,000 T May 1965 700,000, 000
1966 19 Jan 1966 12,345,719,000 25 Mar 1966 12,345,719, 000
1966 8 Mar 1966 863,621,000 13 May 1966 863,521,000
1967 24 Jan 1967 12,275, 870,000 4 Apr 1967 12,196,520,000
1 1967 23 Mar 1967 601,130,000 29 May 1967 590,130,000
1968 11 Mar 1968 167,412,000
b 1988 21 May 1968 3,900,000,000
i 9 July 1968 4,215, 692,000
1968 21 May 1968 531,399,000
1968 22 M~y 1968 28,000, 000
*®
1969 9 Oct 1989 176,000,000 17 Oct 1369 296,000, 000
1989 17 Jan 1969 3,011,900,000
1 22 July 1969 2,532,421, 420
1 1969 27 Mar 1989 -140,700, 000
1970 _ — - _
Total $34,690, 645,000 $33,970,397, 420

* $120,000,000 requested in the President's Budget on 29 January 1968 was included

in the Suppiemental Appropriation for Forelgn Mliitary Credit Sales, Executive.

{Comptroller), FAD Table, 14 January 1970
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4 TABLE 4

] ESTIMATED SPECIAL SUPPORT FOR SOUTHEAST ASIA OPERATIONS

Outlay (Iin millions of dollars)

Fiscal Defense-Military
_Year Excluding SE Asia Special SE Asia
E“ 1965 $46, 070 $ 103
: 1966 48,597 6,004
1967 47,333 20,5587
$ 1968 50,826 26,839
. 1969 48,978 29,192

Source: Department of Defense Extract, The Budget of the United States,
Fiscal Year 1970, p. 62.

Directive 7200. 1. 1 This iaw prohibits overobligation of an appropriation, apportionment, re-
apportionment, or a subdivision of funds (e.g., allotments and suballotments). It does not,
however, maxe the budget execution completely rigid, since certain areas of flexibility may be
employed to meet changing requirements during a fiscal year. The following paragraphs discuss
how these areas were employed during the Vietnam era.

Bl

- (1) Exemption from Apportionment

(a) The DOD Appropriation Act for FY 65 contains the following:

"Sec. 512 (a) During the current fiscal year, the President may exempt
appropriations, funds, and contract authorizations, avatlable for military functions
under the Department of Defense, from the provisions of subsection (c) of section
3679 of the Revised Statutes, as amended, whenever he deems such action to be
necessary in the interest of national defense. "2

1 (b) A similar provision for exemption from apportionment has been con-
tinued in the DOD Appropriation Acts for FY 66 to FY 70. The Presldent exercised
the authority granted to him by section 512 in FY 65 to FY 70. This allowed the
Services to obligate total year funds during less than the 12-month period, as neces-
sary to meet additional requirements. These actions led, in part, to Supplemental
Appropriation Acts in the period FY 65-FY 69.

(2) Emergency Fund, Defense and Transfer Authority. The Department of Defense
Appropriation Acts ior FY 65 to FY 70 provided a budget for the Research, Development, Test,
and Evaluation (RDT&E) Appropriztion under Emergency Fund, Defense (see Table §).

lucpartment of Defonge Instruction 7000.3, Classification of Certain Provisiona of DOD Directive 7200.1,

Administrative Control of Appropriations Within the Depariment of Defense, 20 March 1957, as amended,
27 July 1965.
2 Appendix to the Budget of the United States Government for Fiscal Year 1965, p. 184,
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TABLE 5

EMERGENCY FUND APPROPRIATTONS

Fiscai Year . Amount
1965 ’ $125, 000, 000
1966 125,000, 000
1967 125, 000, 000
1968 100, 000, 000
1969 50, 000, 000
1970 75, 000, 000

These funds were transferabie by the Secretary of Defense, subject to approval by the BOB, to
any appropriate military function, t.e., RDT&E {or procurement of related production). In
addition to these funds, the Appropriation Acts authorized that an additional $350, 000, 000 derived
by transfer from funds available for obltgation in other appropriations in the given fiscal year;
$150, 000, 000 of these funds for the regular Emergency Fund purposes, and $200, 000, 000 for
other purposes vital to the security of the United States.

{3) Section 3732, Revised Statutes (41 U.S. Code 11). This section as amended

tn the DOD Appropriation Act, 1967 (sec. 613}, reads as follows:

"(a) No contract or purchase on behalf of the United States shall be made
wiless {ne same is authorized by iaw or is under an appropriatlion adequate to its
fulfillment, except in the Departments of the Army, Navy, and Air Force for clothing,
subsistence, fuel, quarters, transportation or medical and hospital supplies, which,
however, shall not exceed the necessities of the current year.

"(b) The Secretary of Defense shall immediately advise the Congress of the
exerctse of the authority granted in subsection (a) of thls section, and shall report
quarterly on the estimated ohligatlons tncurred pursuant to the authority granted in
subsection (a) of this sectton.™

In addition to this authority, the DOD Appropriatton Act for FY 66 (Sec. 512) contains the follow-
ing provistons:

"(b) Upon determination by the President that such action is necessary, the
Secretary of Defense is authorized :c provide for the cost of an airborne alert as an
excepted expense tn accordance witk we provisions of Revised Statutes 3732 (41
U.S8.C. 11).

"(c) Upon the determination of the President that it is necessary to increase
the number of military personnel on active duty beyondthe namber for which funds are
provided tn thts Act, the Secretary of Defense is authorized to provide for the cost
of such tncreased military personnel, as an excepted expense in accoridance with the
provislons of Revised Statutes 3732 (41 U.S.C. 11)."4

Similar provislons are contained in the DOD Appropriatton Acts for FY 66 to FY 70. These
authorities provided the President and the Secretary of Defense some fiexibility in meeting
changing requirements and Section 3732 provisions were invoked in FY 66 and FY 69.

3Department of Defense Appropriation Act, 1967, 15 October 1966,
‘)‘.ppendlx to the Budget of the United States Government for Fiscal Year 1965, p. 154,
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(4) Reprogramming of Appropriated Funds Within an Appropriation

(a) The DOD Appropriation Acts for FY 66 to FY 70 place limitations on
transfer authority as discussed in paragraph 3a (2). No other restrictions were piaced on
reprogramming actions by the DOD Appropriation Acts. Department of Defense Directive
7250.5 of 4 March 1963 states the major policies of the DOD with respect to reprogramming
proposals and actions relating to the appropriation accounts covered by the DOD Appropriation
Acts. The reprogramming policy is stated in the referenced Directive as follows:

"The Congressional Committees concerned with the Department of Defense
Appropriation Acts and the authorizing Acts related thereto and the Department of
Defense have generally accepted the view that rigid adherence to the amounts justi-
fied for budget activities or for subsidiary items or programs may unduly jeopardize
the effective accomplishment of planned programs in the most tuginess-like and
economical manner, and the unforeseen requirements, changes in operating condi-
tions, revisions in price estimates, wage rate adjustments, etc., require some
diversion of funds from the specific purposes for which they were justified. Re-
programming measures, developed in consultation with the Committees, are both
necessary and desirable, and will provide a firm basis for retention of Congres-
sional control over the utilization of Defense appropriations by assuring that the
Congressional intent is carried out while, at the same time, providing a timely
device for achieving flexibility in the execution of Defense programs."

(b)  Additional policies relative to reprogramming are contalned In the Di-
rective and these pollcies are implemented by the DOD Instruction 7250. 10 of 5 March 1969,
It establishes approval requirements and related operating procedures deslgned to ensure
that the responsible offlclals respect the integrity of the justiflcations presented In support
of fund authorizatlons and budget requests. Thls also provides tlmely information with re-
spect to any significant deviations {rom approved programs. The reprogramming authority,
provided by thls Instruction, was utilized extensively during the Vletnam era to meet new
requirements in support of the SE Asla efforts. These reprogramming actions did not ln-
crease the total obligational authority withln an appropriation. They merely diverted
appropriated funds from the speclfic purposes for which they were justified (purposes for
which they mlght still have been completely justified) to nurposes consldered to be of
higher priority. These actions often led to the solutlon of problems but ¢reated other problems.

(5) Critlcal ltem Procedures. During the Vleinam era the Secretary of Defense
occasionally approved Service procurement of critical items that were pendlng approval in a
Supplemental Approprlatlon Request prior to the passage of the Supplemental Appropriation Act.
This allowed the Services to meet certain critical requirements for SE Asia,

(6) Emergency Fund Southeast Agia. The DOD Appropriation Acts for FY 65 to
FY 70 provided funds under this appropriation as shown in Table 6. These funds were made
available to the Secretary of Defense for transfer to any appropriation for mllitary functlons
under the DOD to meet SE Asia requirements.

4. IMPACT OF BUDGETARY ACTIONS ON DEPARTMENT QF DEFENSE PROGRAMS—
FISCAL YEARS 1965-70

a.  Budget Policy. The nature of the Vietnam Involvement probably was the reason for
no visible ccnstraints being placed on the national economy. The extent of the lnvolvement never
reached the polnt where constralnts such as wage and price controls and rationing were lmposed,
and it appeared to be the intent of the Presldent to avoid such a level of confllet. Normal budg-
etlng procedures were employed and strict budget planning restrictivns were applied within
DOD. These restrictions were based on the following:
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(1)  National Policy

(a) To limit and control extent of SE Asia involvement and level of effort in
operations.

{b) To control extent of financial impaet on.

1. National economy (i.e., inilation, taxes, balance of paymenis,
ete.)

2, Competlng Federal programs (i.e., welfare, health, urban renewal, |
highway construction, etc.)

TABLE 6

SOUTHEAST ASIA EMERGENCY FUND APPROPRIATIONS

Fiscal Year Amounts
1965 $ 700,000, 000 (Supplemental Request)
1966 1,700,000, 000 (Regular Budget)
1967 0
1968 3,750,950, 000 (Supplemental Request)
1968 0
1970. 0

{2) Terminatlon of Combat Operntions in Southeast Asla. During the early years
of the Vletnam conflict, the Secretary of Defense requested DOD appropriations based on an
assumption of an early end of the conflict. The Secretary of Defense said: ''But, again, I want
to remind you that for purposes of developing our FY 1966-67 budget requests we have assumed
that combat operations in SE Asia will continue through June 30, 1967. If it later appears that
combat will continue beyond that date, more funds will be needed for FY 67, "5

(3) Improved Management of DOD Resources. The Secretary of Defense policy
dictated the purchase of only what was needed and deferred full requlrements determinatlon as a
basls fer funding and procurement until the last posslble date. The latter was accomplished by
employing the end-of-war concept, accepting certain risks, partial funding of known require-
ments, depending on supplemental appropriations, and requiring reductions in or cancellatlons
of lower priority programs.

(4) Reducing Support for Non-Southeast Asla Areas. The reduced support provided
for non-Southeast Asia areas resulted in deferring maintenance and modernization. The DOD
budgeting policy was designed for a war that was closely and centrally managed. Rigid ln-country
personnel ceilings were Imposed on SE Asla and operating levels were controlled at the seat of
government. There was an underlying policy to avold overfunding generating excesses by the end
of the war. Industrial production was programmed at levels only slightly higher than the current

5U. 8 Congress, House, Posture Statement, Statement by Secretary of Defense before the Armed Services
Committes ot the Fiscal Years 1967-71 Defense Program and 1967 Defense Budget, 8 March 1366, p. 98.

23




FINANCIAL MANACEMENT

consumptlon rate in SE Asia. Congressional policy of controiling expenditures of the Federal
Government als0 had a marked impact on DOD budgets, This policy was exempiified by the
Rcvenue and Expenditure Control Act of 1968 (Public Law 90-364), which "provided for specific
limitations on budget authority and outlays in 19f9, representing—for the programs cov:red-
reductions of $i0 biilion and $6 billion, respectiveiy, below the levels in the 1969 budget sent to
thc Congress on January 29, 1968. "% The DOD was assigned half of the $8 billlon expenditure
reduction,

b. Delays in Appropriations. A contributing factor to deiay in the passage of major
appropriation bills has been the continual increase of programs that require authorizlng legisla-
tion beforc appropriations can be considered. As an exampie, a requirement has been imposed
on DOD appropriations for separate authorization for the procurement of aircraft, missiies,
tracked vehicles, RDT&E, and weapons previousiy not required. The need for additionai au-
thorizing legisiation has been prompted by other members of the legisiative branch in an attempt
to exercise a voice in defense aifairs. The increase in Federal programs reiated to nationai
security and domestic programs also contributed to deiay in the passage of appropriation bilis.
in the iast 32 years Federal expenditures have risen from $6. 8 biiiion in FY 38 to an estimated
2183.7 in FY 69. Despite this rapid increase in Federai expenditures and the greater compiexity
of programs to be considered, i.e., sophisticated weapons systems, space exploration, urban
devilopment, the congressionai procedures to authorize programs and appropriate funds remain
essentlally the same as those practiced 30 to 40 years ago,

c. Impact in Dejays in Appropriations. The financial management procedures (such as
reprogramniing actions) that had to be employed because of the delays in appropriations did pre-
vent some of the support from being provided in a timeiy manner. However, ali Services re-
ported that the support for SE Asia was not adverseiy affected by delays in appropriations. The
impact of delays on other DOD operations, however, was continuous throughout the Vietnam era
and is discussed in the succeeding paragraphs,

(i) For each of the fiscal years 1985 to 1970, the Congress passed a continuing
resolution that permitted Government agencies to continue functioning on a interim basis and at
the same rate as authorized for the previous fiscai year. In addition to the relief granted by the
continuing resolution, use of the Critical Items Procedures, Exemption from Apportionment,
invocation of Section 3732, Revised Statutes (41 USC il) and Reprogramming of Approprtated
Funds within an Appropriation (all discussed in paragraph 3) were empioyed in an effort to ensure
against adverse affects of late appropriations.

(2) Despite these procedures that were employed to offset the effects of delayed
appropriations, the Services experienced a chaotic and uncertain period with each delay. As
stated previousiy, support for SE Asia was provided, through the process of reprogramming
actions; but, in many cases, it was at the expense of other iinportant programs.

{3) The impact of such delays in the passage of appropriation bills cannot be
nmieasvred precisely. Nevertheless, certain positive and specific exampies can be cited that
demonstrate the adverse effects. This situation seriousiy interferes with planning projections
and mikes for inefficient and uneconomicai utilization of resources. Compounding this problem
is the complex task of attempting to manage different phases and funds for programs of severai
concurreit years. For example, (a) in the spring the Services justify the budget for the next
fiscal year to the Congress, (b) manage operations under the approprlations of the current year,
and (c) initiate the preparation of the budget for the fiscal year after next which must be sub-
mitted to the Secretary of Defense on 1| October., This results in an especlally crtticai condition,
since the Services are atten:pting to justify budget requests fcr the next fiscal year .shen they are
unaware of funding leveiz established for the current year.

(4) Probably the most trying problems that artse within the Services are experi-
enccd in the area of construction and procurement of major equipment. Although planning

———

f pvecutive Office of the President, Burcau of the Budget, The Budget In Brief, Fiscai Yoear 1970, p. 16.
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estimates are caiculated with greai carc and provisions are made for cost increases, deiayed
approprlations often complicate and delay the award of the contract and resuit in substantiai
escalation of procurement costs pius additionai management effort and a duplication of the tedi-
ous review and justification process. Not oniy are these real costs in hard doliars, but they
aisc impose an increase in additional work for key officials who could devote their time and
effort to more productive endeavors.

d. Funding Leveils

(1)  Ail Services reported that adequate funds were made availabie to support their
SE Asia efforts. They also reported that these funds often came from non-SE Asia areas of
their budgets. The Air Force reported that: "...the overali impact of SE Asia on the Air Force
budget resuited in a low level of maior equipment and plant modernization since 1965, particu-
lariy in the strategic offensive and defensive aircraft programs. Modernization programs in altl
accounts were siretched or deferred. . . Military Construetion, inciuding military famiiy housing,
replacement,/modernization programs have been deferred.’

{2) The Air Force further stated, "Toc adequately fund the Vietnan: requirements to
fight a war has made it necessary for the entire Air Force to tighten its beit and perform with
reduced funding. Any increased requirements either unprogrammed or simpiy unfunded, neces-
sary for the support of the Air Force Units in Southeast Asia have been funded. "8

(3) The Air Force made deferrais elsewhere as necessary to fund Vietnam until
additional funding was obtained through supplementai appropriations. *...Tigutening our beits
throughout the Air Force for Vietnam has resuited in intensified management of assets. Proba-
hly the most obvious impact of iess funding nutside Southeast Asia is the deferral of Civil En-
gineering Projects by contract which increases the depreciation of our investments at a greater
tian anticipated rate."

(4) The Air Force also reported that, "Prior to the beginning of the Southeast
Asia bulidup in Fiscal Year 1965, the annual program level of the Other Procurement Air Force
Appropriation averaged $900 to $1, 100 million. The buik of these funds were required to main-
tain the force in being, training, etc., with the balance used to modernize the force, particu-
larly tactical operations supporting the reoriented strategy of flexible response which was intro-
duced early in the Kennedy Administration. Significant beginnings were miade in deveiopment
and initial procurements of Tactical Air Control ground environment, advanced Reconnz:issance
data correlation and interpretation equipment, Strlke Command, Command and Controi systems
and bare base equipment. Provisions were also made to introduce newer equipment into Air
National Guard and Reserve units. As operations bulit up in SEA, understandably, CONUS units
and other Overseas Cominands including the Guard and Reserve bore the brunt of the Initial
equipment deployment to SEA In that such units were ln many cases, stripped cf unit equlpment
which was then diverted. During the phase of heavy expenditures in muaitions and other equip-
ment related to combat operations, modernization was almost totally deferred, along with nor-
mal replacement of existing equipment due to age, condition and reparable cost effectiveness.
Further complicating this ls the uncertainty of how much of the materiai and equipment now in
Vletnam and surrcunding areas will be in fact returned to the CONUS or other Alr Force units,
and in what condition is this gear, how much continuing support will be rend:red to the Vietnam-
ese assuming some combat levels are maintained and how will such support be funded. »10

7Chlel'. Budget Correlation Branch, Financial Policy and Analysis Division, Directorate of Budget, Head-
quarters, U.8, Air Force, Memorandum For Record, subject: Briefing Discussion for Joint Logistics
Review Board (Financia) Management Tean, Task Force B), § December 1969,

:m.. Attachment 3, p. 4.

10p4g. , Attachment 4, p. 1.
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Probabiy no other appropriatlon shows the deferral of modernizatlon durlng the FY 65 - FY 70
period as clearly as the Shlpbuilding and Conversion, Navy (SCN), which included very llttle
suppert for SE Asia. The SCN Appropriations for this period are Indicated in Table 7.

TABLE 7

SHIPBUILDY /G AND CONVERSION APPROPRIATIONS

Fiscal Year New Obligational Authority
1965 - $1,905, 376,000
1966 1,522,156,000
1967 1,756, 700,000
1968 1,297,0¢0, 000
1969 . 820,700,000
1970 2,490, 300, 000

{5) The Secretary of the Navy =aid that, "...the Navy needs a 10-year shipbuild-
ing program of at least $3.5 blllion a year. The program authorized in this bill would be the
start of a 5-year program at a slightiy higher level. Desplte the many times the Armed Services
Commlttee in the past has caiied attentlon to the block obsolescence of the Mavy, llttle has been
done about it until now. It should be emphasized we do not want a one-ilme {rash program that
wiil, in turn, buiid another problem of block obsulescence in later fears; what is contemnplated
here is the beginning of a long-range modernization of the Navy. "1

(8) The Secretary of Defense stated that as of 31 December 1866 the average age
of the Navy's 906 ships was 17 years. He further stated that the projected average age of the
fleet olanned for In the 5-year defense program would go to an average age in 1977 of 13 years,
wlth a reduction In the number of ships tc 766, H¢ also noted "We have planned a vigorous ship-
bulldinglaénd conversion program over the next decade, averaging about $3 billion in the next 5
years,”

{7) Another indicatlon of the Services inability to modernize forces during the
Vletnam era ls the average age of naval attack and fighter aircraft which will have increased by
more than 40 percent between the start of FY 65 and the end of FY 71 and will have doubled
between 1860 and 1§70, 13

{8) Shortages In operation and maintenance (O&M) funds during the FY 65-FY 70
period have caused an increase in the backlog of non-SE Asia support areas. For instance, the
hacklog cf essentlal maintenance of reai property in the Navy has increased from $160. 4 million
at the end of FY 64 to $270. 4 mlllion at the end of FY 69. It is 2stimated that this figure will
grow to at least $313. 1 mllilon by the end of FY 70. 14 In a simllar area the number of combat

“llouse Armed Serviee Committee Report on FY 1970 Authorization, H. R. Report No. 91-522, p. 56.

1245038 Armed Service Committee Report No. 91-44, pp. 1777 and 1778.

13C:u;\t. G. K. Gregory, USN, Office of the Chief of Naval Operatinns, Discussicn held In Weghington, D. C.,
16 December 1969,

“(‘apt. k. P.K. King, USN, Offico of the Chief of Naval Overstions, Discussion held in Washington, D.C.,
16 December 1969.
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type of naval aircraft in a deferred maintenance status at the end of the fiscai year during the
SE Asia period has grown as shown in Table 8.1%

TABLE 8

DEFERRED AIRCRAFT MAINTENANCE

Fiscal Year No. of Alrcraft
1966 337
1967 352
1968 898
1969 779
1370 1208*
*Projected.

(8) The Marine Corps reported that the fifth echelon rebuild of Fleet Marine
Force ground equipment will have developed an estimated work backlog of $12,000,000 by the
end of FY 70 (5 or 6 months work) and more than $17, 000,000 by the end of FY 71 from an
essentially no backiog position in FY 65. 16

(10) 'The impact of shortages of maintenance funds is discussed in detaii in the
Maintenance Monograph.

e. Projects 683, 693, and 703. These three projects required a $3 biliion expenditure
reduction beiow the outlay levels in the DOD budgets sent to the Congress in FY 68, FY 69, and
FY 70, respectively. Actions required to meet the expenditure reductions had severe impacts
on Service programs. Since first year expenditures are much higher in the Q&M and Miiitary
Personnel Appropriations than in other appropriations, these two appropriations are the first
two considered when an expenditure reduction is directed. Thus these appropriations provided
a large portion of the savings applied to Projects 683, 693, and 703. One of the most difficuit
problems that the Services encountered with these projects was the deiay in deveioping the final
reduction iists. Since reductions were made from the President's budget submission, the final
reduction iists could not be made until the Appropriation Acts became laws. This delayed com-
pletion of the reduction lists until 29 September 1967, 17 October 1968, and 29 December 1969
for FY 68, FY 69, and FY 70, respectively. Thus the Services were well into the fiscal year
before they knew what program reductions were needed to meet the required expenditure re-
duction. This situation creates a chaotic condition.

5. CONCLUSIONS

a. An integrated Pianning, Programming, and Budgeting System provides a basically
sound structure within the Department of Defense for adequate financial management. The office
of the Secretary of Defense must issue {imely guidance for it to function effectively {Appendix A).

b. National policies during the Fiscai Years 1965 to 1970 influenced financial manage-
ment decisions and budgetary actions for financing the Vietnam conflict. These poiicies ied to
the exercise of tight centralized financial controls {paragraph 4a(1)(b)).

15Mr. Lee Stevens, Naval Air Systems Command, Discussion held in Washington, D.C., 16 December 1969.
180q), R. J. Bolish, USMC, Discussion held in Washington, D. C., 23 December 1969.
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c. Within the framework of these policies, the Secretary of Defense initially requested
Department of Defense appropriations on a basis certain to require supplemental funds if there
was not an early end to the conflict., As the war continued, supplemental requests became the
routine means of financing logistic requirements above the initial level of fundlngy. Frequent
reprogramming actions and other financial management procedures were employed to offset
delays in ultimately providing the funds required for SE Asia support (paragraph 3a).

d. In general, logistic support levels for SE Asia were not adversely affected by delays
in congressional appropriations (paragraph 4c).

e. Adequate funds were made available to support the SE Asia effori, but providing these
funds on a priority basis frequently resulted in underfunding non-SE Asia programs and created
a degradation in readiness in other areas of U.S. commitment as well as long-range effects on
modernization of facilities, scheduled maintenance programs, and certain major weapon system
procurements (paragraph 4d}.

f. Congressional actions provided adequate budget flexibility during the buildup phase
of the Vietnam era (paragraph 3a).

g. Secretary of Defense procedures for incremental release of funds, and reprogram-
ming actions created management difflculties in all Services, and at times delayed the SE Asla
effort (paragraph 4c).

h. One year expenditure reductlon programs, similar to Project 6§93, created chaotlc
conditions within the Department of Defense. 17" Since reductions were made from the President's
budget submission, the final reductlon lists could not be made until the Approprlatlon Acts be-
came laws. Because of delays ln these acts, the Services were well Into the fiscal year before
they could make program adjustments to meet the requlred expenditure reductions {paragraph 4e).

i. The SE Asia effort received substantlal augmentation from supplemental appropri-
ations. Since these acts were repeatedly passed late in the fiscal year or early In the following
fiscal year, operations under such funding were made possible by offsetting exemptlons from
apportlonments, reprogrammings, critical item procedures, use of emevrzency funds, and the
Invocatlon of Section 373218 of the Revlsed Statutues (41 USC 11) (paragraph 3a).

17 broject 693 required a §3 bitlion expenditure reduction within DOD in FY 69.
18This {5 the deficiency authority for the basic support troops.
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CHAPTER IV
FINANCING OF OPERATIONAL EXPENSES

1. INTRODUCTION

a. As indicated in Chapter I, the Terms of Reference for the Joint Logistics Review
Board directed that particular attention be given to the financial controls exercised by the De-
partment of Defense (DOD} during the Vietnam era. Financial controls can be interpreted a
number of ways; e.g., in a narrow, restrictive sense it connotes constraining and limiting
the commander's prerogatives. Conversely, it can be considered as management information
that may assist the commander in judging the efficiency of his operations within his units with
particular attention to the supply discipline being attained by the command.

b, The purpose of this chapter is to discuss funding under the operation and mainte-
nance (O&M) appropriation and to determine the extent that financial management controls are
advisable durlng combat operations. A significant segment of O&M funds are utilized to de-
fray the cost of personnel and contractual services. However, the following discusslon is
directed prlmarily to the billions of dollars that are expended to finance the consumable
materiel required to support combat units, combat support units, and combat service support
units ln a combat environment. Financial controls associated with such expenditures can be
traced directly to the initiation of a supply action at the consumer or operatlonal level of
command. Consequently, the extent of interface between the supply and financial systems be-
low the stock fund level within the respective Services are included In this monograph.

2, FINANCIAL PROCEDURES

a, Army

{1) General. The rapid bulldup of forces in Vietnam in 1965 created the need
for developing and Installlng a system that would properly record the expenses related to the
war effort and provide a basis for budgeting. The Army did not possess this capability In
Vietnam owing to the inadequacy of automatic data processing systemns (ADPS) and a shortage
of qualified personnel to install and operate these systems, Accordingly, flnanclal controls
and reporting were generaliy accomplished by the Commanding General, U. §. Army, Pacific
(USARPAC), at locatlons other than Vletnam. The Logistic Control Office, Pacific (LCO-P},
San Fran:isco, Callfornia, was deslgnated as the continental Unlted States (CONUS) focal
point through which all Vletnam Redball requisitions and their status were processed. In
additlon, The Department of the Army established the U. S. Army Operatlng Cost Agency in
Vietnam to develop cost data associated with ln-country support operations. Both the requi-
sltlonlng functlon and that of flnanclal control for the entlre Pacific area had been acconm~
plished by the Oversea Supply Agency prior to lts disestablishment in 1964.

(2}  Funé Allocation

(a} In FY 66 O&M, Army (OMA), funds received by USARPAC for the
support of U. §. Army, Vietnam (USARV), were issued to General Operating Agency (GOA)
86 of the U. §. Army, Ryukyu Islands (USARYIS}. Constantly Increacing requlrements for
materlel and the necessity for frequent justlficatlon and defense ol additional stock fund
obligational author!:, prompted the Department of the Army In July 1966 to approve a
USARPAC proposal authorizing USARV to cite OMA funds on requisitlons passed to CONUS.
At the beginning of FY 67, GOA 80 was established at USARPAC and assigned the respon-
sibillty for managing all funds provided for the support of SE Asia. That responsibility was
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discharged by GOA 80 issuing allotments to 1.+ separate activities in widely scattered geograph-
ical ocations some of which were in CONUS. Accounting control was exercised by each activity
and financial reports were submitted nmonthly to USARPAC.

(b) Based on a Department of the Army study of the Army loglstic system in
support of SE Asia, a recommendation that the financial system be revised to provide for cen-
tralized accounting of funds was made in October 1966. On 28 December 1966, the Department
of the Army approved the establishment of the Centralized Financial Management Agency (CFMA)
in Hawaii with the responsibility for maintaining control over ali {unds expended in support of
Army operations in Vietnam except those funds allotted in-country and the funds allocated to
USARYIS from Okinawa support activitles. Control of funds [or supplies furnished from
USARYIS depot inventories also came under CFMA's control.

{c) The activation of the CFMA simplified USARPAC's compiicated funding
channels by reducing the number of allotments from 14 to 2, one issued to USARV for In-country
requirements and the other issued to the CFMA for out-of-country support.

(3) Supply and Financial Systems Interface

{a) The underlying concept of the CMFA's operation is that a copy or image
of all out-of-country requisitions are recelved in a central file and the reouisitions are adjusted
upon o e subsequent receipt of supply status information from suppllers. The intent is that
sufficient funds are reserved to obligate and expend the correct amount when a bill is received
from a supplier. The system has not functioned efficiently because of several conceptual

weaknesses,

(b)  Although supply provisioning is not considered a problem, effectlve
financial control and budgeting connected with logistical support has not yet been attalned to the
degree desired by the command ln Vietnam. The forecasting of fund requirements ls a major
problem area partly because there is no single control point for requisitions and supply status
reports relative to out-of-country support. Approximately 500 Army of the Republic of Vietnam
(ARVN), and contractor-operated activities in Vietnam are authorlzed to initiate an action
that will affect the funds adininlstered by CFMA. Some difficulty has been encountered, to date,
In collecting the volume of documentation of these actlvlties both to and from CONUS. 1

(¢} The CFMA ls not in the direct flow of Mllltary Standard Requlsitioning
and Issue Procedures (MILSTRIP) transaction documents and does not routinely recelve status
informatlon on requlsitions held by CONUS, Defense Supply Agency (DSA), and General Services
Admlnlstration (GSA) suppliers. The LCO-P, San Franclsco, Californla, provides supply
status data to CFMA and could provide additional financial management data. The ability of the
Army's prlmary flscal agency, the CFMA, to exercise flnanclal coatrol largely depends on
agencies exiernal to USARPAC for providing vital financial data on a voluntary basis.

(d) The lnabillty of the financial agency to determlne fund requirements from
the requisltioning process led to the Department of the Army decislon not to create 2 financial
obligation untll a billlng is recelved from the supplier. In lieu of the creation of an ooligation,
CFMA uses a fund reservatlon file. When supply and shipment status are recelved on requi-
sltions not held by CFMA, the data serve to post an entry to the fund reservation. Durlng FY 69,
CFMA established fund reservations of more than $3.5 billlon. Of thls amount, only $1. 4 billlon
represented requisitlon coples or images received at CFMA through the USARPAC normal
supply system, The remainlng $2.1 billlon was posted from supply and shipment status docu-
ments ultimately provided by the supplier or LCO-P. Eventually, $1. 05 billion was purged
from the record because of the lack of status or other advice information.

1
U. 8. Army, Pacifle, Briefing to JLRE Financlal Management Team, subject: Centrailzed Finaneial Man-
agement Agrency for Support of South Vietnam, 2 December 1969,
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{e) To alleviate this situation CFMA has proposed that a central control
point be established through which all transactions would flow for supply and fund management
purposes, The proposal is currently under study by the Department of the Army. In addition,
efforts by CFMA to centralized all oui-of-country requisitioning under control of the Inventory
Control Certer, Vietnam (ICCV), the Aviation Materiel Management Center, and the 32d Medical
Depot have been designed with the goal of obtaining financial information as close to the source
as possible. Furthermore, USARPAC is in the process of installing a mechanized supply and
financial system (3S) to support supply activities located in the Pacific. When 38 is operational,
the CFMA will then ohtaln tape images of requisitions the ICCV and depots have submitted to
out-of-country sources and tapes deplcting successor status. These actions should materlally
increase the validity of the CFMA fund reservation file.

(f) Some weaknesses are present in the supply and financial management
systems. One has been discussed—the lack of a central control point through which all docu-
mentation flows for posltive supply and fund control purposes. The other is the absence of
flnancial data for assisting the commanders in the management of their resources, The basic
guideline for operating the Army logistical system in SE Asia was that supply documents would
be released from Vietnam without financial restriction and financial accounting for items would
be dropped upon issue from theater stocks. In early 1963 the Army revised its policy of un-
restricted requlsitioning to one of a prlority of requirements withln programmed dollar goals.

(g) The changes to the financlal policy and management are quoted in part:

"The purpose of the Centralized Financial Accounting System in Support of
U. 8. Army Forces in Vletnam, as established by DA directlves on 1 July 1967, was
to centralize the bill paylng, data accumulatlon, and fund forecasting functlons at
one locatlon. There was to be no financial restriction on USARV material require-
ments, Further, Fund utllization was to be governed by supply dlsclpline, 1.e.,
buying only what was needed ln the quantities required. .. .the Department of the
Army now envisions a deflnlte departure from unrestrlcted requisitioning to a dis-
clplined pregram of orderlng what 1s needed at the source withln available re-
SOUTCeS, ...... n2

(h} The basic objecilve in the programmed dollar goal concept was the de-
velopment of a resource management capablllty that would ldentlfy fund utllization and permit
factual justlflcatlons, reportlng, budgeting, and fund requirement forecastlng. The dollar goals
were developed on a quarterly basls for FY 70 and promulgated to USARV In April 1969,

(i) The decislon not to impose dollar targets below the depot level in
USARYV results In limlted control over the number of requisltlons initiated by the supported
combat commands. The depots drop accounting upon 1ssue of an ltem, and combat commanders
are not provlded with regularly scheduled mechanlzed supply reports expressed ln finan.lal
terms that provide a comparlson of the cost of supplies consumed with funds authorlzed. These
commanders have unlimlted drawing rights as do thelr counterparts in the other Services. The
baslc difference s that the other Service commanders are provided feedback Informatlon that
asslsts them In measuring and controlllng their supply procedures. The establishment of flnan-
clal targets on the operatlng unlts helps to control requisitionlng, which 1f abused can dlstort
demand data In the depots' flles, Inflate requirements forecast, and lead to excesses. The re-
vised Army support system now under development will not provide financlal Informatlon to
Commanders on an automatlc basls; however, 1t Incorporates the capablllty to stratify cost
gata by customer as required.

{i) The capability of a supply system to ldentlfy the end user of the 1ssue
and the establlshment of a flnancial target on the user's requlsltlonal authorlty asslst In the de-
velopment of supply disclpline. At present the Ar:iy's logistle system: In Vletnam does not have
these characteristlcs; consequently, no formal relationshlo exists between supply and flnance at

Zmd.
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the using unit lcvel. Identification of the end user at the depot ievel, however, will materially
contribute to command maintenance of supply discipline.

(4) Reporting System

(a) The primary financial report prepared by CFMA is the RCS CSCAB-254,
which is submitted monthly to DA. The first report was submitted on 31 October 1969. In this
report receipts and issues of consumer-owned inventory in-country as reported by fCCV and the
Aviation Materiel Management Center are portrayed as is financial information compiled from
the accounting rccords of CFMA, Planned fund reservations and obiigations are shown; actual
obiigations are presented and compared to the planned obligation rate.

(b) Basic to any overali system that has interaction between supply and
financial matters is the requirement for a rigidly prescribed set of procedures that govern the
tirming and conduct of the reconciliation of supply and fiscal records. In October 1469, a rec-
onciliation was conducted by CFMA. The results of its first reconciliation with the U, S.
Army Materiel Command (AMC), DSA, and GSA were accomplished by providing listings and
foilow-up punched cards for 185, 704 outstanding requisitions to LCO-P. The documents
matched 136,096 requisitions held by LCO-P. The LCO-P prepared and forwarded MILSTRIP
follow-up cards to the last known source of supply for the 49,508 unmatched documents. In
addition, LCO-P provided CFMA with tapes of more than 92, 000 requisitions held in their rec-
ords but sot in CFMA's. The tapes were used by CFMA to establish fund reservations in
December. The initiation of such reconciliation procedures will improve considerably the
financial control exercised by the CFMA.

(3) Budgeting. Since there was no capability in Vietnam to determine and project
funding requirements for the procurement of stockage and troop consumption items, necessary
budget estimates were developed by USARPAC baséd on best available records and assumptions.
Budget estimates were based on per man-year costs and flying hour costs developed from
historical records. 1he Arny recognized that this procedure was a limited substitute for sound
budgeting techniques as attested to by the following analysis. "Per-man costs are 0 numerous
and so varied in range that any single such cost is not representative of all such costs. Thus,
extreme caution should be exercised when using such costs for cost computations. Per capita
costs based on the organic division may vary significantly from per capita costs based on the
support slice man."3 The establishment of finaneial controls at the ICCV level should create
improved cost data for future budget years.

(8) Summary. The. my's peacetime financial management system was not in-
troduced in-country until 1969, The orgenizational structure for monitoring the system has i
criticai weakness, namely, the lack ci a single point of control over supply documents leaving
Vietnam. This factor seriously impairs CFMA in its effort to capture and manage the financiai
data required for fund forecasting. However, dollar targets placed at the depot level do provide
theater senior commanders with a capability of measuring supply discipline, through direct
suppori vwits (DSU).

b. Navy
{l) General

{a) The Nawvy's concept of compiete mobility requires the cnmmander to
have direct, positive control over the financlal resources needed to execute assigned missions,
Experience pained during World War II and the Korean War cor.firmed the wisdom of this policy
when it is applied 0 minimize the administrative load placed on the smaller commands. The

3
U. 5. Army Fleld Operating Cost Agency Study, Comparative Cost Analysis of Divisions in CONUS and
RVN, OF-i02-70, July 1964,
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Navy's financial managemecnt system, consequently, has bee:. decigned to function both in peace-
time and durlng hostilities. Command and financinl managemen: responsibility are interwoven
and discharged concomitantly.

{(b) At present the funding chain of command parallels that of the traditional
command structure. This was not the case prior to FY 68. In 1963, the basic urganization of
the Department of the Navy was bilinear with r:spect to the command responsibility for the
procurement, funding, and utilization of materiel in support of the operational forces and shore
activities of the Navy. The Chief of Naval Operations (CNO) had responsibility in the latter
category; responsibiiity for the others was vested in the Chief of Naval Material (CNM) who
headed the Naval Support Establishment. The CNM reported lirectly to the Secreta1y of the
Navy as did CNO in spite of the fact that he commanded the operating forres and shore activi-
tles. In effect, the CNO did not possess authority over the management of the financial re-
sources requlred to discharge his assigned mission.

{c) In May 1966, General Order Number § realigned the command structure
into its current form in which both the operational forces and the logistic support Ixireaus re-
port to the Secretary of the Navy via the CNO's ofiice. The Q&M funds now flow down to the
operational forces through the same chain of command. It must be pointed out that the Navy's
financlal management system was functioning efliciently from a technical aspect for a number
of years before the promulgation of General Order Number 5. The system was readily adapt-
abie to the command realignment and the transition to the revised funding flow was accompllshed
smoothly.

(2) Fund Allocation

(a) Prior to FY 68, the Commander, Service Forces, Pacific Fleet
(COMSERVPAC), as the Principal Logistics Agent (PLA) for the Commander in Chief, U.8.
Paciflc Fleet (CINCPACFLT), received and sutallotted the O&M funds provided by the varlous
logistic support bureaus, i.e., Burcau of Ships, Bureau of Yards and Docks, and Burezu of
Mediclne and Surgery. Since FY 68, primarily as a result of studies conducted in connaction
with General Order Number §, funds have been received directly from CNO and have been
managed by the staff of CINCPACFLT in lieu of COMSERVPAC. Inturn, CINCPACFLT al-
locates the funds to the type commanders (TYCOMS) such as Commander, Submarlne Force,
U.8. Paclilc Fleet, and Commander, Naval Air Force, U.S. Pacific Fleet.

(b) Within PACFLT the TYCOMS, who hold expense limitations, are des-
lgnated as responslbllity centers as are the fleet's shore activities. Ships, mobile construc-
ticn battalions, and aviation squadrons (operating forces) are designated as cost centers.
Funding of subordinate commands below the TYCOM level is accomplished by the issuance of
operating budgets (OPBud). Each TYCOM issues an OPBud to himself to finance his head-
quarters and centrally managed cost: such as ship and squadron operations; each major store
activity under the command of an expense limitation holder also receives an OPBud. Com-
manders of cperating forces such as ships and aircraft squadrons in turn receive operating
targets (OPTARS) from the OPBud holder for support of their operations,

(¢) The OPTAX represents the basic medium through whlch flnancial ¢on-
trol is exercised in the operatlng forces. The OPTAR dollar ceiling 1s established by the
TYCOM after empirical cost data reflecting past operating experlence have been tempered by
command judgment reflectlng the potential effect of the pianned operations. The flnancial
taryret serves as a standard or bench mark agalnst whi:h the operating force commander may
gaure the logistlcal performance of his command and determine whether his mission can be
accomplished with the resources provlded.

(dY  Although the OPTAR is an authorization to incur ovligations agalnst the
Treasury of the Unlted States, the legal responsibility not to cvercommit, overobllgate, or
overexpend approprlated funds under the provlslon of Section 3679, Revised Statutes of the U.8.
Code does not extend below the OPBud level. Operating force commanders below the TYCOM
level, though exempted from the restrlctlon of Section 3679, have the responsibility Inherent in
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the subordinate and commander reiationship for promptiy advising the senior commander at the
time they recognize that their OPTAR ceiiing is inadequate.

(3)  Supply and Financiai Systems Interface

{a) Performance of the detail accounting functlons for PACFLT operating
forces ls the responsibllity of the Navy Regional Finance Offlce, (NRFQ) San Diego; the Fleet
Aviation Accountlng Office, Pacific; and the Constructlon Battalion Center, Port Hueneme,
California.

(b} Upon recelpt of an OPTAR the cperatlng force commander establishes an
OPTAR log to record the dollar amount of the authorization. When a requisitioning document is
introduced Into the suppiy system that will result in a charge to the commander's funds, it is
posted to the OPTAR iog. In addition, a copy of each docuinent created is forwarded to the as-
signed accounting actlvity., Each document contains the reouisiie accouniing data for ldeutifying
the chargeabie operating budget and the cost data desired.

(c) The success of the Navy's financial management system for its operating
torces depends on sirlct compliance with standard supply procedures and the degree of com-
mand attention directed to the enforcement of supply discipiine. An indicatlon of the status of
tne CINCPACFLT supply discipline program is provided by data obtained {rom the command
financial reporting system and supply and fiscai reconciliations.

(4) Reporting System

(a) The subordinate commander submits a monthly Budget/OPTAR Report
to the accounting activity and a copy to the senior commander who granted the OPTAR. The re-
port summarizes the month's transactions and any cumulative obligations incurred to date as a
resuit of operations. To assist the OPBud holder In the control of his flnancial resources, the
accounting actlvity prepares a monthiy Shlp/Staff Status Report that summarizes the financlai
transactlons under hls OPBud authorization. This report is aiso usefui to the TYCOMS ln pre-
paring their OPBud Financial Report that is forwarded monthly to CINCPACFLT.

{b) The reconclllation between the supply and fiscal records is accomplished
using the following reports prepared by the accounting activity:

1. Obiigation and Expenditure Dlfference Listlng. Thls is a monthly
report provided to the operational commander. It reflects the difference between the dodar
amount ¢bligated on the initlal requisltlon, which was posted in his OPTAR iog, and the dollar
amount actually charged agalnst hls authorizatlon. This report enables the command to adjust
its unobligated baiance to preclude overspending and, converseiy, to get maximum benefit of its
funds.

2. Unfiiled Order Llsting. Thls document lists ali unfliled requi-
sitlons that have been pending {or 120 days or ionger. It is provided quarterly to OPTAR
holders for review and for determlnation ¢f whether 1t is stlll a valid requlrement. The opera-
ting unlt Initiates canceilation procedures if the latter conditlon exists. The organization is
requlired to return an annotated copy of the listlng to the accountlng actlvity Indicating the status
of each requisitlon as reflected in its own supply records and the actlon being taken to purge the
list.

3. Unmatched Expenditure Listing. This report is also a quarterly
listlng that 1s provided 1c .ne OPTAR holder for ldentification of the related unfllled order for
which a bili has been paid by NRFO.

(5) Budgeting. Commanders are requlred to submit budget estimates in justifica-
tlon of their stated requirements for the budget period. Although a formal budget submission is
required by CINCPACFLT of only operating budget and expense limltation holders, those
echelons of command in turn require subordinate commands to participate on 2 minimal basis
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in the budget formulation cycle. The cumulative expense data regularly provided in the account-
ing activity mechanized management reports serve as the cornerstone for the development of
the budget and subsequent finaucial plan, Justification is limited generally to a narrative de-
scripticn of the factors causing variance between the cost of current and planned future opera-
tions by functional category. The CINCPACFLT budget submission to CNO conforms to the
Five-Year Defense Program (FYDP) format in thai requirements are broken out by program
elements, functional categories, and elements of expense,

(6) Summary. The Navy's financial management system, capable of functioning
both in peacetiine and in support of combat operations, interfaces with and complements the
established supply system. Utilizing ADP lechniques, the system provides all levels of com-
mand with management information that assists the combat commander in controlling and
managing his resource=-—both materiel and financial—with a minimum of administration. The
capabiiity of the system to identify materiel issues to the individual ultimate end user facilitates
the forecasting of financial requirements for materiel support and provides the basis for relating
expenses to the program elements and programs applicable to the FYDP.

C. Marine Corps
(1} General

(a) The Marine Corps philosophy of [inancial management is based on the
principle that financial management is not only inseparable from command but it is inhereat in
command. Financial management has no bearing on determination of mission but it is a pri-
mary consideration in determining both the means and the time-phasing of its accomplishment.
The commander normally has two areas of financial responsibility: the responsibility that tasks
him with the control and administration of the resources granted to perform his mission; and a
legal responsibility not to overcommit, overobligate, or overexpend appropriated funds, which
is assigned by Section 3679, Revised Statutes of the U. 5. Code. To assist the commander in
this vital function, the Marine Corps established a general staff officer billet within major Fleet
Marine Force (FMF) organizations, such as infantry divisions and aircraft wings, to act as the
comptroller or principal financlal advisor to the commander.

(b) The Marine Corps does not have a designated corps of financial man-
agers. Unrestricted line officers who have extensive command and staff experience are as-
signed to comptroller billets, Regulations preclude successive assignments; therefore the
objectfve is to produce as many prospective senior commanders with flnancial experience as
possfble.

{c) The flnanclai management system withln the operating forces is pre-
dicated on the premfse that the standard, normal supnly procedures employed throughout the
Marine Corps developawealth ol meaningful ffnanclal data that can be readily captured em-
ploying ADP technfques. The information that can Le accumulated is of such magnitude and
detail that it provides a firm foundation for budget preparation and execution. The system is
capable of functioning effectively under both a garrison or operatlonal type of envlronment.
Consequently, the existfng peacetime procedures were employed In SE Asia with only a slight
modification. Prior to 1 September 1965 all FMF, Pacific (FMFPAC), units were funded
through a formal subzllotment by the Commanding General (CG), FMFPAC, and the major
commands were responsible for tle formal allotment acc-uating of those funds. As units began
phasing into Vietnam, a requirement developed to reduce the administrative burden on the op-
erational commanders relative to tormal iccounting. At the same time, a requlrement to re-
tafn them in the existing budgetary proress aiso existed. In brief, dollar requirements to
support thelr logistical requirements had to be readlly apparent to CG, FMFPAC, and the Cown:-
mandant of the Marine Corps (CMC) un a timely basls. To accemplish those goals, a cen-
tralfzed accounting concept was developed In August 1963. The objectives were:

1 To relieve FMFPAC units in-country and on Okinawa of legal re~
sponsibility for formal allotment accounting.
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2. To provide operatioral commanders and CG, FMFPAC, with
financiai data for suppiy management and budgetary purposes.

(d)  Utilizing the accounting personnel assets of the major commands, a
fiscai office was established in the 3d Force Service Regiment {(3d FSR) on Okinawa and the re-
sponsibility for aii formal accounting in the Western Pacilic (WESTPAC) was assigned to the
commanding officer of that organization. The {oregoing change was one of an adminis:rative
nature rather than a conceptuai one. Accordingly, little difficulty was encountered during the
changeover.

(2) Fund Allocation

(a) Marine forces assigned to the Seventh Fleet and the III Marine Amphib-
ious Force (III MAF) in Vietnam are under the operitionai control of those commanders; how-
ever, the responsibility for the administrative and logistical suppori of those forces rests with
CG, FMFPAC. Accordingly, funds provided to operational commarders in-country fiow down
from CG, FMFPAC, direct to division and wing cor manders, bypassing III MAF and Seventh
Fleet.

{b)} The O&M funds are administered by CG, FMFPAC, through the assign-
ment of OPBuds to the major commands in SE Asia. The ist and 3d Marine Divisions, 1st
Marine Aircraft Wing, 9th Marine Amphiblous Brigade, Force Logistic Command (FLC), and
the 3d FSR are considered to be major commands,

{3) Supply and Financial Systems Interface

(a) Materiel stock repienishment buys for support of Marine Corps opera-
tions in Vietnam are made by the 3d FSR on Okinawa. The O&M funds for this purpose are pro-
vided by the CG, FMFPAC, to the 3d FSR. Stocks so procured are pre-expended and then used
to fill demands placed on the In-country supply organization, the Force Logistic Command
{(FLC), by the major commands, The demands placed by the units against the FLC elements
cite OPBud requisitional authority in the requisitioning document as opposed to a formai fund
authorization.

{b) Ar OPBud constitutes authorization in a prescribed {inanclai amount for
a major command to requisition material against the stock assets of the 3d FSR or FLC in
support of its assigned mission. The OPBud authorlzation, or dollar ceiling, is not 2 financial
constraint on the commander’s action. Under no circumstances will a command be denied
materlel because it has exceeded its requisitioning authority; the successful accomplishment of
its assigned mission is of paramount concern. The commander is not legaily responsibie for
overcommitment or overobligation of fund authorlzations; however, he does have the respon-
sibility ior advising the CG, FMFPAC, of the adequacy of his OQPBud authority.

{¢c) A command's OPBud authorization doilar celling is established by CG,
FMFPAC, only after the budget review of the commander's stated requiremeats in his annual
budget submission. The summation of the individual OPBud requisitionai auvthorizations granted
to WESTPAC commands equates to the total hard doilar obligationai authority granted to the 3d
FSR by the CG, FMFPAC, f{or stock replenirhment buys in support of those commands.

{d) The establishnient of materiel requisitiona! autho=ity ceilings in financial
termis has two primary objectives:

1 To provide the commander with financial management data di-
rectly related to his internal supply procedures that wiil enable him to evaluate the efficacy of
his own supply procedures and to provide him with an insight into the supply discipline practiced
within nis subordinate commands. Financial management data are provided to the conimander
in the format of mechanized management reports by the 3d FSR fiscal office as a by-product of
the supply actions initiated by his own command.
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2. To provide CG, FMFPAC, with an additional management tool for
discharging his command responsibility in the area of logistical support to in-country forces.
As operatlonai commitments and the tempo of combat in SE Asia change, corresponding modi-
flcatlons to the supply pipeline are required—preferably in advance of the operational impact.
The identification of the modified material requirements (increase or decrease) compeis the
commander to apprise CG, FMFPAC, of not only the change in the type of demand but aiso of
the adequacy of his requisitional authority to support his revised future requirements. The
financlal data assist the CG, FMFPAC, in the determination of whether his existing financiai
resources are sufficient or whether additional O&M funds to expand the pipeline must be re-
quested from CMC.

(e) A statistlcal accounting system, the Operating Forces Financiai System
(OFFS), supports the OPBud system. The system wiil capture the unit's operating costs pro-
vided three baslc requlrements are satlsfled: first, every materiel issue must be supported by
a document; second, a cost code must appear on the document; and, third, the document must
be Introduced into the statlstlcal accounting system. The cost code is comprised of 12 diglts
that ldentify the FY, the unit submittlng the requlsition, its parent comimand, the major com-
mand, the end use to which the materiei wiil be applled, Program Element, and Element of
Expense. The latter 2 categories are requlrements created by the introduction of Priority
Improved Management Effort (PRIME) into the system and are reiated directly to the FYDP.
All requirements for materiels or services are Introduced into the normal suppiy channels ac-
cording to prescribed requisitioning procedures, and the requisition documents are then mechan-
lcaily processed against the stock balance cards of the 34 FSR or FLC. In the event a requi-
sltion does not contain a cost code, it wiii not be accepted or processed.

(4) Reporting System

{a) As previocusly mentloned, the centrallzed fiscal offlce in the 3d FSR has
the responsibility for providing CG, FMFPAC, and subordinate commanders with the irfurma-
tlon needed for the discharge of thelr financial management responsllilities. The basle phllos-
ophy used in deslgning the individual reports was to keep the format as slmple as possible using
the bullding-block corcept—expenses are ldentified at the lowest command level and summarlzed
for succeeding leveis. The foliowing mechanlzed reports, provided on a scheduled basis, ac-
complish the requirement:

i. QPBud Unit Code Report, This report is provided to commanders
twice a month. It Is a detaiied listinz of the documents entered into the supply system and ls
the basic report used by the supply offlcer to determlne which of his reoulsitions have been re-
corded in the statlstical accounting system, The report llsts documents in sequence fcr each
Reporting Unlt Code (RUC) and pertlnent identifying information.

2. Unlt Code Management Report. Thls report 1s provided semi-
monthly to ali units assigned a unit code. It 1s a summarized, cumulative listing of charges
recorded against the unit. Thie is the basle report requlred by the commander to compare
actual costs with budgeted costs. For example, the ist Battallon, 3d Marines, has an organic
supply scction and can inltlate supply requisltlons In support of its four rifle companies; there-
fore, 1t has a unlt code and receives this report. Inasmuch as the Unit Code Management Re-
port equips the commander with the tool for evaluatling the performance of his wxnit In financial
terms, 1t Is provided on an appropriately sv.umarized basls to successlve echelons of com-
mands up to and Including the CG, FMFPAC. The flnal consolidation reflects the cumulatlve
charges recurded against the total requlsitlonai authority granted to the WESTPAC commands.
The CG, FMFPAC, staff uses the report for comparison of actual costs with budgeted or
planned costs. In additlon, the flnal summary is also provided to the 3d FSR for supply manage-
ment purposes.

(b) The foregoing reports reflect the operatlonal costs Incurred in-country
as a result of the commands exercising thelr requisitional authority against the stocks of the
3d FSR and FLC. The CG, FMFPAC, has a vital Interest In malntaining a relatlvely stable
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equilibrium between the requisitionai authorization of the units and the O&M obligationai
authourity granted to the 3d FSR for stock repienishment buys. The information employed by CG,
FMFPAC, to maintain the desired balance between them is derived from the previously de-
scribed operational cost reports and the foilowing reports provided by the Commandlng Officer,
Jd FSR, to FMFPAC:

1. Daily Status Report of Recurring Demands (RD) and Nonrecuriing
Demand (NRD) Obligations. This daily status report submitted by message, provides the dally
obligations tor RD and NRD stock bays, The information assists CG, FMFPAC, in the detection
and evaluation of significant variances in the cost trend and further, in implementing, on a
timely basis, such command action he deems warranted by his evaluation.

2. Weekiy Status Reoort of Prograni Codes N and R. The information
required is similar to that provided In the daily status report but is in 2 more abbreviated form,
Frogram Code N designates stock buys of a nonrecurring demand type, whereas Program Code
R pertain. to the procurement of itemis with sufficient demand that they qualify for stockage in
ihe 3d FSR.

{c) Although the reporting system is the basic element for maintainlng
financiai controls, it is complemented in this function through the exercise of suppiy and fiscai
reconciliations at the varlous echelons of command. In August i965 when the decision was made
to centrallze formal aliotinent accountlng, both Okinawa and Hawaii were considered as the site
for the ceutral fiscal agency. The primary factor governing the selection of Okinawa was the
recognition that a close physical proximity between the primary suppiy agency (3d FSR) and the
flscal organization was mandatory if the reconciiiation of supply, fiscal, and customer records
was to be accomplished efiiciently. Eariy control over two vitai areas had to be established:
the reconciliation of 3d FSR's supply and fiscal records with CONUS supply agencies to manage
the O&M funds expended for stock replenishment, and the reconciliation of the customer's
supply records with those of the 3d FSR and FLC to assisi the commands in the management of
thelr requisitionai authority,

{d) The volume of requisitions processed by the 3d FSR in support of
WESTPAC forces increased approximately 500 percent from the initiation of the SE Asia buildup
until ali major commands were introduced in-country. To ensure a timeiy reconclliation be-
tween the suppiy and fiscal records, a high doliar monthiy reconciliaiion was initiated—the pro-
cedures are still In effect. The reconclliation covers only a smaii portion of the documents
invoived but accounts for 80 to 90 percent of the O&M dollars obiigated. This procedure enabies
the reconciliation to be completed rapldly and dollar control maintained.

(i)  Budgeting

{a) The major concern of a commander and his staff is the accomplishment
of the mlssicn, and the magnitude and availability of his resources govern, to a large extent, the
success or failure. The system for identifying operational costs to assist the commander in
forecasting his future resource requirements and for providing a tool tu measure how efficiently
and effectiveiy he is employing his resources has been described eariier. To derive a benefit,

a standard must be established against which the resuits of actuai performance can be measured.
This standard is provlded by the planned operations defined in iite commander's annual budget.
Accordingly, major commanders are required by CG, FMFPAC, to submlt each year compre-
Liensive budgets for the current year and budg: year pius one.

{b) The budget is devel ed from the cumulative statistical data provided in
the 3d FSR management reports. That information is modified as required by the commander
to reflect his command judgment reiative to hls future operationai co;umitments and any addi-
tionai loglstical guidance provided by CG, FMFPAC, in regard to the budget period. Mechanized
procedures have been deveioped that enable CG, FMFPAC, to summarize immediately the
separate command budgets upon recelpt. The summarized budget and the individuai coraomand
budgets are distributed to his staff for evaivation and recommended changes. Upon compietion
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of the review and approval by CG, FMFPAC, the FMFPAC budget {mechanized) is forwarded
to CMC. The 3d FSR suhinits, in addition to a budget for its organic operations, an estimate
of the totai O&M dollars required for stock replenishment purposes during the given budget
year. The estimate is accompanied by a narrative description of the records used to compute
the requirements. Thls information is compared with total requirements identified in the in-
dividual command budgets as a means for ascertaining whether the supply and financial com-
putations are correlated properly.

(6) Summary

(a) The Marine Corps insists that responsibility for the management
of financial resources is equally as important as any other assumed by a commander. Con-
sequently, he is required to partlcipate fully in all aspects of the existing financial management
system, This phllosophy is extended into the combat arena primarily because the financial
controls inherent In the system assist the commander to discharge his responsibility for en-
surlng that the proper degree of supply discipline is practiced in his command. Without finan-
cial controls, as employed in the OFFS system, the Marine Corps believes that the latter
responsibillty could not be accompiished effectlvely and, under the rigors of comhat, a tendency
toward supply irresponslbility could materlalize with resultant exorbitant costs and a concomi-
tant reduction of supply effectiveness.

(b) In vlew of the foregoing, tie CMC is convinced that not only was

the extension of peacetime financial controls into Vietnam desirable, it was mandatory. Any
financial controls empioyed from the supply side of the house must be able to, first, identify
the organization consuming materiel, i.e., the end user; second, identify the amount the unit
is authorized to ccnsume; and, third, identlfy the amount of supplies actually being expended.
If these requirements are satisfied the maintenance of supply discipline and effectlve logistical
support can be attained. The Marine Corps financial management system is an integral part of
the overali system deslgned to accomplish these simple but vital tasks.

d. Air Force
(1) Generai

(@) The Air Force flnancial management phiiosophv for operatlonal forces
is slmilar to that of the Navy and Marine Corps in that respensibility for thls important functlon
is consldered to be an integral component of the command function. Financiai management re-
sponsibillty is decentralized to those commands that actually use and consume resources at
operatlonal levels. The financial resources required to support assigned missions are provided
directiy to the commander. who is held responsibie for the management of those resources.

{2) Fund Allocatlon

(a) Prior to FY 66, funding responsibilities for SE Asia were performed
jointly by Thirteenth Air Force and the 405th Flghter Wing at Clark Alr Base. Fund require-
ments in support of the initiai deployments and early budget estimates were prepared by the
functional divisions of the Thirteenth Air Force staff, and accounting functions were performed
by the 405th Fighter Wing. As the scope of the operatlon and the complexlty of these functions
increased, the concept chifted toward accomplishment of budgetary and accounting within SE
Asia and a start was made at buliding a comptroller agency within the 2d Air Dlvision, the
headquarters exercising primary jurisdlctlon over units in SE Asla. Eventually, that command
assumed the responslbliity for the budget estimate function and controiied lts own funds, with a
very Umited accounting capability. Some accountlng functions remalned with Ciark Air Base.

{b} On 8 July 1965 the 2d Air Division was placed directly under the com-
mand of Headquarters, Paclflc Air Fi ~ces (PACAF}, and was assigned the responsibility for
support of Air Force activities in Vletnam. Accordingiy, the requislte funds flowed directly
from PACAF to the 2d Air Dlvision. With the inactivation of the 2d Air Division on 8 Aprii 1966
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and the assumption of its fermer responsibilities by the Seventh Air Force, which was reactiva-
ted on the same date, the accompanying funding revision was one of a purely administrative
nature—redesignating the fund recipient as Seventh Air Force in contrast to the 2d Air Division.
Funds flowed directly froni PACAF to Seventh Air Force in lieu of 2d Air Division, and the pro-
cedure is still in effect.

{(c) Formerly, the funds were provided in the form of an allotment to
Seventh Air Force; and in FY 69 the funding medium became the operating budget. The admin-
istratlve features of that document have been discussed previously in the Navy portion of the
chapter and, therefore, they wlll not be discussed in detail here.

(d} Underthe Air Force concept, operating budget funds alloted tothe respective
wing commanders by Seventh Air Force lncorporate the legal restriction embodied In Revised
Statutes 3679 relative to the overobligatlon of funds. Organizational units below the wing and
base level are provided unds expressed in the form of operating targets; the totai of all opera-
ting targets equate to the total authorization expressed in the wing and base commander's
operating budget. Though the subordinate commandars are not legally responsible for the
financial resources provided to themy, they are responsible to their superiors for any mis-
nianagement that leads to a violation of Statute 3679 on the part of the senior commander.

(3) Supply and Financial Systems Interface

(a) Of ali the Services, the Air Force's standard Universal Automatic Com-
puter (UNIVAC) 1050-T1 suppiy system affords the most extensive interface between supply and
financial actions in support of operational requirements. Prior to its adoption in Vietnam in
FY 68, however, the Air Force's system in that rcspect was considerably less integrated.

(b) In January 1965 the base supply account at Tan Son Nhut was the pri-
mary in-country source of supply; the base supply account at Clark Air Base provided general
supply support. 1t was operated on a manual basis until the middle of FY 67 when it was con-
verted to punch-card accounting procedures, With that llmited capability the supply system was
hard-pressed to accomplish ordering, receiving, and issuing action, much less financial man-
agement as the buildup occurred. Stock control was practically nonexistert and very little
effort was made to control or reduce the size of the accounts. 4 The Department of the Air
Force, accordingly, deemed it desirable to grant a walver of the requirement to maintain
financial inventory accounting in Vietnam durlng the period 1965-66.

(c) During the carly stages of the Vietnam situation tactical squadrous were
deployed in-country on a temporary duty basis with only minimal financial controls in effect.
System support supplies were provided on a free issue basis; materiel requirements in the
general support category were funded by PACAF with O&M funds and the financial accounting
was acconmplished as previously described.

(d) Inthe iatter part of FY 68 and early FY 69, a conversion to the stand-
ard UNIVAC 1050-11 computer system was accompllshed at all supply accounts, which had ex-
panded by that time from the orlginal one at Tan Son Nhut to a total of 10. Thls system is
standardized throughout the entire Air Force and is currently employed at 147 bases to support
its base supply functions. The system incorperales virtually every aspect of supply and flnan-
cial data that can be concelvably required at base level. Because it 1s deslgned and programmed
in one offlee in Washington, D.C., for use inthe entire U.S. Air Force, 1t is designed to ac-
commodate optional and variabie data at base level tailored to the specific needs of that partic-
ular base.

‘Thlrlucnth Alr Force, Facific, Briefling to JLRB, subject: Operational Support of Vietnam, September
1969,
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{e) With the introduction of the system in-country, the Air Force began
obtaining firm control over both its materiel and financial resources. The UNIVAC 1050-II
system differs primarily from the Navy and Marine Corps systems in regard to the number of
financial management reports provided to the commanders and the faci that it is practically a
completely automated system. Relatively few, if any, records are required to be maintained on
the operational unit level or a mapual basis. Decrpite these differences, the respective systems
of the three Services have a significant degree of commonality; i.e., the introduction of a supply
requisition into the system causes both supply and financiai controls to be exercised in an
integrated, complementary manner.

(4) Reporting System

{a) The UNIVAC 1050-T] system provides two series of reports. The Man-
agement Report Series is composed of nine reports, four of which are applicable to operating
forces at the wing and lower echelons. The remaining five reports are designed for use by
major commands such as the numbered Air Forces. The management reports are expresscd
basically in financial terms and they tell the commander how this consumption of resources
{actual expenses) compare with his plan (budgeted expenses). The other series of reports, the
Materiel Management Reports, are developed by the supply system. They are used at the wing
and base and lower echelons to monitor that portion of their operating budget and/or operating
target specifically earmarked for purchase of materiel.

(b) The financial data are included in the monthly management reports that
are derived from the budgeting and accounting system. The basic report is the Organization and
Cost Center Report, which is updated on a daily basis, Ii tells the supoly personnel of the
supported unit: the specific requisitions the unit has introduced in the system by document and
Federal Stock Number; the unit's dollar balance at the beginning of the day; the specilic due outs
held by the base supply office for the organization; the net fuad balance at the close of the day's
business; the total dollar authorization granted in the unit's operating budget or target for
materiel purchases; and, finally, a cumulative total of all charges against the unit's authoriza-
tion to date.

(c) In addition to the detailed reporting system, the Air Force also relies
on reconciliation of supply and fiscal records as a financial control procedure for assisting the
commander in the management of his resources. Considerable difficulty was experienced in
the reconciliation process with CONUS supply agencies prior to FY 68 because of the incompati-
bility of the manual and, subseqiently, the punch-card accounting machine procedures with the
mechanized systems of the Air Yorce logistics Command (AFLC), the DSA, and the GEA. The
situation improved measurably with the introduction of improved communications in the form of
Automatic Digital Network (AUTODIN) and the computerized UNIVAC 1050-1I procedures. At
present due-in due-oat reconciliations are in effect with AFLC, DSA, and GSA: reguiarly
scheduled reconciiiation of supply and financiai records are conducted also between the wing and
base and subordinate echelons of command.

{5) DBudgetin,

(a) The Air Force budgeting system in-country is equally as extensive and
formai as that of the Marine Corps. Wing and base commanders are responsible for the de-
velopment and submission of annual budgets to the Seventh Alr Force, whe, in turn, submits to
PACAF budget estimatcs and copies of the estimates of its major subordinate commands. Mech-
anized procedures that facilitate preparation of the budget have been developed. Narrative
justification of the budget requirements is mandatory at all levels. The empirical, cumulative
expense data provided in the report system serve as the foundation on which the budget estimate
is developed. The budget format is designed to portray the financial requirements of the op-
erating units in conformance with the program structure of the DOD as expressed in the FYDP,
for example, Program II {(General Purpose Forces) and Program Elements (F104 squadrons).

(6) Summary. The financial controls imposed by the Air Force have considerable
interaction with those imposed on the supply side of the management function. The Air Force
system of financiai management in the operatlng forces has a twofold goal: to provide a history
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of expense data for use in budget formuiation and to promote cost awareness by charging the
commander for the resources consumed by his unit. The management feedback data provided in
the comprehensive reporting system provlde the tools he needs not only to enforce suppiy dis-
cipline but also to recognize when the supply system is not being responsive to his needs on a
timely basis,

3. SUMMARY. The Navy, Marine Corps, and Air Force estublished their peacetime finan-
cial management systems in Vietnam. The Navy and Marine Corps were abie to continue their
financial management systems upon deployment without interruption because they had considered
the requiremcnt in their contingency pianning with only siight administrative adjustments. The
Air Fnrcc phased its financial management system into Vietnam as computers and trained per-
sonnei became available. The Army's peacetime financiai i:anageinent system was not in-
troduced in-country untli i969 owing primariiy to a shortage of computer facilities and trained
personnel, Prior to 1969 financlal management was centraiized at Headquarters, U.S. Army,
Paclfle, where the CFMA stiii serves as a monitor of {he system. The financiai management
system of the other Services vary in detaii, compiexity, and impact on combat units. However,
they all have the following common objectives:

a. To introduce financial management systems into the combat area at the required
levvei as soon as possibie

b. To integrate the financiai and supply management systems beiow the stock fund
levei

c. To reconciie financial and supply records on a reguiar basis and in a systematic
manner

d. To account for funds at a centrai iocation based on the originai user unit requisition

e. To perform the accounting function on an automated basis by a noncombat organiza-
tlon

f. To use a cost information system that identifies materiel costs with its ultimate end
usc

g. To furnish financiai data to appropriate commanders for use in the management and
evaluation of suppiy effectiveness and discipiine programs

h. To include the participation of aii major combat organizations in the budget formula-
tion process.

4. CONCLUSION AND RECOMMENDATION

a. Conciusion. Vietnam experience has proved that financiai management techniques,
wlhen utilized to an appropriate degree, couid be a usefui adjunct to other procedures in im-
proving the effectiveness and efficiency with which materiei is managed.

b. Recommendation. The Board recommends that;

{FM-1) The Services, when pianning contingencies, outline appropriate financial
management systems for Operation and Maintenance funds supporiing operations in the combat
area. Such systems shouid:

(a) Be appropriate to the combat environment.
(b)  Avold extension of financial accounting to a ievel that interferes with

combat operations or piaces an undue adminlstrative burden on combat organizations or their
logistic support units.
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Be mechanized to the extent practicahle.

Be integrated with the Service's total resource management system.
Parallel the Service's peacetime system to the extent practicable.
Identify expense materiel with an appropriate cost account.

Use financial information ik the determination of requirements and

identification of areas for improved management.

(h)

Provide useful reports to appropriate levels having management respon-

sibilities (conclusion (1)).
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CHAPTER V
FUNDING OF INVENTORIES OF EXPENSE ITEMS

1. GENERAL

a. The cost of materiel consumed inuse is an expense to be identified in programs and
budgets for financing by annual appropriations for support of operations. 1 Materiei consumed
in use inciudes the materiel that is consumed upon issue to the final user or that wili be con-
gsumed shortly thereafter. Also inciuded are some secondary items that are not physicaliy
consumed in & short time and do not warrant the accounting and centraiized management
required for investment items.

b. From the time of initiation of expense materiei acquisition untii its issue for use,
It is the poilcy of the Department of De'ense (DOD) to utllize working capital funds to finance
the inventories.2 At the most distant point of issue from a working capital inventory, the cost of
of an item is charged, regardiess of whether actual consumption occurs at that time. The
working capital funds estabiished to finance inventories in the DOD are known as stock funds
and were authorlzed in Section 405 of the National Security Act Amendments of 1949 (10 U.S.C.
2208). Their admlnistration and management are provided for in DOD Directive 7420.1,
Regulations Governlng Stock Fund Operations. Five separate funds have been estabiished:
the Army Stock Fund, Navy Stock Fund, Marine Corps Stock Fund, Air Force Stock Fund,
and Defense Stock Fund.

2. COVERAGE. The extent to which inventories of expense items in the military suppiy
systems are financed through stock funds differs in the military services. Changes during the
Vietnam era have teen in the direction of greater uniformity.

a. Army,. Since 1 January 1965, the Army has not significantly changed the extent to
which the components of its suppiy system are covered by stock fund financing. A large voiume
of ttem transfers has been made between the stock fund and the major procurement appro-
priatlon since this date as a result of the ¢couduct of a purification process designed to segre-
gate expense category from investment caiegory items. This purification was directed through-
out the DOD as an element of the Improved Resource Management Systems.3 Except in the
U.8. Army, Pacific (USARPAC), all applicable Army suppiy system stocks are capitaiized in
the stock fund. This includes both operaring stock and war reserve stocks in depots and all
major stations In continental Untted States (CONUS) and overseas. Oniy the shelf stocks
iocated at the user ievel, inciudtng the minor operating stocks In small stations, are exciuded.
Within USARPAC, the stock fund coverage in Hawaii, Japan, and Okliawa is comparable to
that in CONUS, except for the exclusion of the operating stocks supporting post engineers and
the clalmant gtocks in Okinawa. The latter 1s materlel returned from Vieinam that has not
been declared excess and is still considered to be the pr~perty of that command. in Korea,
stocks In depots and in subsistence supply points and clothing sales stores are included in the
stock fund, but stocks in other supply polnts in the field army supply system are not. Stock

lDepar‘trnem of Defenge Directive 7040.5, Definttions of Expense and Investment Costs, 1 September 1966.

2 pssistant Secretary of Defense (Comptroller), Memorandum, subject: Working Capital, 17 August 1966,

3Department of Defense Directive 7000.1, Resource Management Systems of the Department of Defense,
22 August 1966,
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funding of Vietnim stocks is not planned. As quaiified personnei and equipment become
available, financial control and managenient wilt be exercised at the theater senior command
level using depot supply status data. Individual major subordinate command requisition and
fimancial status will be visualized, as required, for maintaining unit supply discipitne.

b. Navy. The Navy's worldwide supply system stocks of expense category items
are {inanced in the stock fund. This includes stocks afloat in ships of the Mobile Logistics
Support Forces (MLSF) but not on combatant vessels, some of which carry inventories of
significant size. It includes stocks at shore bases, except at the user level. Within Vietnam
the Navai Supply Activity, Da Nang, is stock fund financed, whereas the Navai Supply Activity,
Saigon, is not. The latter was initially included in the stock fund but was later abandoned in
1967 1n favor of more simplified fundlng arrangements appropriate for an advanced base. As
in the Army, the Navy has had a large volume of ltem transfers in the purification of the
identifieatlon of expense category and investment category items. These were especlally
slgnificant tn FY 69 when the net value of additional material capttalized exceeded the totai
value of the inventories in the stock fund at the beginning of the year. Most of the added ttems
were aeronautical parts.

Ce. Marine Corps. The supply system stocks of expense items in the Marine Corps
In CONUS and Hawaii are financed in the stock fund. Aithough this policy inciudes all the
station tnventorles, most of which are accounted for as remote storage activities of the cen-
trai supply system, tt excludes certain pre-posittoned reserves heid at the user ievel. Out-
side CONUS and Hawaii, the stock fund finances only the base stocks of housekeeping suppltes
tn Oktnawa. The principal inventories overseas that are not a~counted for in the stock fund
are the stocks malntained by the Force Service Regiment (FSR) in Okinawa and by the Force
Logistics Command (FLC) in Vtetnam. The ltem transfers to and from the stock fund, for
purification of the appropriation structure, were minor and were substanttally accompllshed
during FY 68.

d. Air Force. The Air Force Inciuded tn tts stock fund prtor to FY 68 only the
worldwlde Ilnventories of aviation fuels and of items in commissarles and clothing sales stores,
as well as the cadet store at the Air Force Academy. As of 1 July 1967, the stock fund was
extended in the Air Training Command to inctude all items not centrally managed in the Air
Force, i.e., ttems purchases localiy and items requtsitioned from non-Air Force sources,
such as Defensc Supply Agency (D8A) and Generai Services Administration (GSA). This ex-
tension was a part of the Air Force Prtorlty Improved Manageinent Effort (PRIME) 68 test.

It was foilowed on 1 July 1968 by Air Force-wide extenslon, except for the Pacific Air Com-
mand and the Air National Guard, to cover in the stock fund all expense category ltems, in-
cludtng those centraliy managed by the Air Force Logistlcs Command. On 1 July 1969, stock
fund financlng was extended to all the supply accounts in the Pacliic Air Command, inciuding
those In Vtetnam and Thailand.

e, Defense Agencies. Since its organlzation the DSA has financed through the
Defense Stock Fund aii its Inventories of misslon stocks, including ltems that may be con-
sidered as Investment when purchased by a using Service. The only stocks exluded are In-
dustrial production equlpment items that are not procured by DSA but are redistributed after
being deciared Idie by the user. In FY 68 the base operating supplies at two DSA depot
activities were flnanced in the stock fund on a test basis. At the beginning of FY 69, stock
fund f{lnancing was extended to cover all base inventories of appllcable ttems in DSA, the
Defense Atomlc Support Agency, and the Natlonal Security Agency.

i. Summary. The impiementatlon of the resource management system tn 1968
throughout DOD has dictated the Services organizatlon for stock fund operations in CONUS.
The PRIME requlrement that the stock fund flnance Inventories untii the using organization
was ready to expend the item has resulted in neariy uniform stock fund coverage in CONUS.
The princlpal dliferences in stock fund coverage of the Services occur in their organizatlon
of stock fund operattons to support combat operatlons In Vtetnam. The differences in Service
coverage in thts area vary wldely and consist principally of the following:
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{1) The Air Force use of stock fund to finance base stocks of all bases in Vietnam
and Thailand as of July 1969.

{2) The Navy use of stock fund to finance inventories at Naval Support Activity,
Da Nang, to support I Corps Tactical Zone and not using stock fund to finance a similar but
smaller operation in Saigon.

{3) The Army use of stock fund to finance inventories of the 2d Logistics Com-
mand, Okinawa, and the Marine Corps use of O&M funds to finance the 3d Force Service
Regiment, Okinawa.

{4 The Army and Marine Corps decision not to use the stock fund for financing
inventories in Vietnam.

These service variations in the use of stock fund to finance inventories supporting combat
operations in Vietnam are justifted on the basis of their different missions, operational re-
quirements, and organization.

3. STOCK FUND MANAGEMENT CHANNELS

a. Army

(1) The Army Stock Fund is centraily managed and directed by the cffices of
both the Secretary of Financial Management (FM) and of Installations and Logistics (I&L)
assisted by the Comptroller and Assistant Chief of Staff, Logistics. Programming and man-
agement are accomplished through seven major command divisions and one minor diviston.
The latter ts the Defense Supply Service, Washington, D.C., managed by a component of the
Office of the Secretary to support activities in the Washtngton area. The major divistons in-
ciude two under the Army Materiel Command (AMC) and one each under the Continental Army
Command (which covers 46 branch offices managed through five intermediate commands) and
the overseas commands. Management in the Pacific had been centralized in Hawaii at the
beginntng of FY 65. The Army dectded in February 1966, however, that a decentraltzed system
was preferable and by 1 July 1967 all supply controi functions had been returned to the sub-
ordtnat: commands In Hawaii, Japan, Korea, and Okinawa. All stock fund accounting and
reporting was decentralized by 1 January 1968,

{2) The AMC manages both an Instaliations Division (which covers base ievel
stocks tn 47 branch offtces under nine Intermediate commands) and a Command Diviston. The
latter divtsion finances procurement of all the Army's centraiiy managed stock fund items at
the seven commodity commands. It also covers nine other subdivisions, tnvoiving five other
subordinate commands. These subdtvisions [tnance war reserves heid by AMC of items not
managed by the Army and act as cleartng accounts for certaln transactions retated to such
items that are In transit to and on order for ustng commands and milttary assistance pro-
grams.

(3) The Army's system of management through commana channels is referred
to as horizontal extension of the stock fund, as distingutshed from vertical extension, tn which
management of items in a speciftc commodity category is programmed and controlled through
all the leveis and commands tn the supply system. From 1952 until the beginning of FY 85, the
Army had used the vertical system. Each of the command funds in the Army's hortzontal sys-
tem, however, uses prescribed commodity categories fo1r breakdowns of its supply transacttons
and balances so that full knowledge and visibiiity of ftnaneial datz on a commodity basts exist
In the hortzootal system. As an exceptton to the horizontal system, a test of a limited number
of critical ttems was lnitiated in May 1868 as Project OASIS.4 Ownershtp of retail teveis of

4AMC Ownership and Accountability of Super High Dollar Value Secondary Items in Overseas Theater
Depots. (OASIS).
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about 1800 stock fund items in the test was transferred to the AMC commodity commands
from the user comniands, Management controt over the retail inventories also was trans-
ferred, a departure fronithe manner in which the Army had previousty operated vertical stock
funds (prior to FY 65). Continued test of a modificd system to supersede Project OASIS as of
1 July 1970 is ptanred. By centralizing item visibility through item managers, as prescribed
iri the pure horizontal stock fund systems, improved management should result.

b. Navy

(1)  The Navy Stock Fund is maaged by the Naval Supply System Command,
with limited guidance and supervision from higher echetons in the Naval Material Comn.and,
the Otfice of the Chief of Naval Operations, and the Offtce of the Assistant Secretary of the
Navy (Fimncial Management). During the past 2 years, proccdures have been developed for
the staff of the Office of the Comptroiler to work jointly with the Naval Supply Systems Com-
mand in developing the finaneial program for the stock fund and to minimize the subsequent
review and any additional program adjustments by the staff offices or Secretarial level of the
Department.

(2) Management of the Navy Stock Fund ls exercised on a vertical commodity
category basis through seven coatrol points. Only three of these are conventicnal national
inventory controt points managing items that are primarily centrally procured by the Navy.
A fourth manages forms and printed matler. The other three involve retail commodities,
but cach ls dtiferent.

(3) The Navy Fuel Supply Office deals with a small number of items involving
large quantitics and high doliar valve. It exercises c¢enlralized control on an item basis. The
Subsistence Supply Office is primarlly a central programming and systems office for the ship's
store and commissary store stock category, with full decentralizatlon of lnventory manage-
ment to the base level. The Fleel Matertal Supply Office (FMSO) also deals with base level
retall inventories that are managed on a decentralized basis subject lo conlrol on a summary
financial basis. Under FMSO are separate verlical commodily calegories for retail pro-
vtsions, clothing, and other GSA- and DSA-managed commodities. Also under FMSO is a
relatlvely new retail inventory system category that covers the complete base stucks at about
80 of the smaller bases. Program management 1s exerclsed through command channels.
During FY 70 more than 1G percent of the Navy Stock Fund sales were made through thls retail
inventory systcm. Further extension is planned but the extent and llmlng are unclear.
Accounting and reporting at the Navy bases on the retail syslem does nol provlde for classifi-
cation of transactions on a commodity calegory basis, although the semiannual Inventory strat-
ifteations ldentlfy the balances by commodity categorles.

c. Marine Corps

{1} The Marine Corps Stock Fund ls managed and admlnlstered by the Quarter-
master General of the Marine Corps. The financial program ls subject to review by lhe fiscal
director prior to its approval by the Commandant. Guidance and revlew by the staff offlces of
the Department of the Navy and by the lmmediate offtce of the Secretary are generally the same
as for the Navy Stock Fund.

(2) The program for the Marlne Corps Stock Fund reflects seven categories of
matcrlel. Subststence and commilssary stores are managed directly by the Quartermaster
General, with decentraltzed ttem management and summary financial programs for each of
the 11 station commlssaries. The other six categorles are centrally managed by the Marine
Corps Supply Actlvity, Philadelphia. Stocks of lhe centrally managed items in the Marlne
Corps system at all stations tn CONUS and Hawaii are owned by the Inventory control polnt
until issued. However, some locally purchased retall stocks of decontrolled ltems are sepa-
rately managed at the station level under a sununary financial progran: received directly {rom
the Quartermaster General.
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d. Air Force

(1) The Air Force Stock Fund is manaced in scven divisions under the general
supervision and guidance of the headquarters, exercised through the Comptroller and other
subordinate commancers with limited attention from the Office of the Secretary of the Air
Force. A small division finances the stocks in the Cadei Store and is manapged by the Air
Force Academy. Another finances retail stocks of .nedical and dental materiel and is managed
on a summary financiial basis by the Air Force Surgeon Gencral through a field office in
Phoenixville, Pennsyivania. The other divisions are managed by components of the Air Force
Logistics Command (AFLC). The divisions, covering the rctail stocks in clothing sales stores
and subsistence commissaries, respectively, are managed on a suinmary financial basis by a
support office in Philadelphia. The Fuels Division covers all fuel and related items and is
centrally managed at the San Antonio Air Materiel Area. The Gencral Support Division and the
Systems Support Division are rianaged at AFLC Headquarters, The General Support Division
covers retail stocks of locally purchased and nou-Air Force managed items. It is, in effect, a
horizontal fund controlled through command channels on a summary financial basis. The
Systeins Supp~>t Division covers all centrally manaced expense catcpory items and finances
worldwide depot and base stocks. Subdivisions are managed by the [ive Air Materiel areas for
assigned categories of items. Control of base stocks is essentially accompiished through a
centrally pragrammed computer system that establishes at cach base the stock lists, stock
objectives, and reorder points. However, the central inventory manager is able, if necessary,
to redistribute item stocks or take other management actions to improve support of customer
requirements or to ensure adherence to financial program objectives.

e, Defense Agencies. The Defense Stock Fund includes a large division managed by
the DSA and small retail divisions managed by the Defense Atomic Support Agency and the
National Security Agency. Within DSA, seven commodity categories are scparately pro-
grammed and managed through five inventory control points that operate the wholsesale sys-
tem withln CONUS. In addition, the retail operating supplies at the eight installations managed
by DSA are administered as an additional category through summary financial programs
authorized directly by the headquarters.

{. Summary. Although the channels for management of the Services and Defense
Stock Funds appear to be separate, a common pattern exits. In every case the financial man-
agement channels used are consistent with assigned supply support responsibilities. Main-
tenance of this consistency is essential to effective management.

4. CAPITAL TRANSFERS AND CASH BALANCES

a. Between 31 December 1954 {upon expiration of authority granted in 1949 legislation
to provide capital for the working capital funds by administrative trausfers {rom other accounts)
and 25 March 196€, the DOD could increase or transfer the cash working capital of a stock
fund only by obtainlng congressional authorization in an appropriation act. With the enactment
of the Supplemental Defense Appropriation Act, 1966, transfers were authorized between work-
ing capltal funds durlng the current fiscal year in such amounts as determined by the Secretary
of Defense with the approval of the Bureau of the Budget (BOB). This provision has been re-
peated in each subsequent fiscal year. This transfer authority minimizes the neccssity for
requestlng congressional approval for an augmentation of one of the stock funds when increased
requircments occur. Also, when the increased need is not anticipated in time for inciusion in
a scheduied budget cycle, the transfer authority can be exerclsed with little delay. Even
though the transfer authority is available for use only when cash cipital can be spared by
another fund, the impact of chainging programs usualiy differs between Services and on the dif-
ferent funds, so that the transier capability is of definite value. In the revicw of the annual
budget estimates, it has become customary for the Office of the Secretary of Defense (OSD) to
consider the comparative actual and forecasted cash positions of all five stock funds in a con-
solidated Program and Budget Decision. Planned transfers between working capital funds are
established on the basis of the approved programs for each fund to provide a balanced cash
availability in each fund.
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b. Table 9 identifies the changes in stock fund capital that have occurred through
appropriativn and transfer actions between FY 65 and FY 69 and those currently planned in
FY 70 and 1971 on tne basis of the OSD and BOB review of the FY 71 budget estimates., Al-
though only one actual and two planned transfers are based on the transfer authority in the
peneral provision, the value of the provision and the desirability of converting it to a per-
manent basis are generally recognized in the DOD. An alternative consideration has been to
propose consolidatlon of the five stock funds to one. This would provlde complete flexibility
in the utiiization of the working capital in all stock funds, but wouid have little other signif-
icance from a programming, accounting, or management standpoint. It wouid actually pio-
vide less fiexibility than the current general prcvision, however, since all working capital
funds — lnciuding the iive industrial funds in which the aggregate Government equity was
$423 mlllion at the end ¢! FY 69 — are covered with the stock funds in the existing transfer
authority.

TABLE 9

CHANGES IN STCK FUND CASH CAPITAL BY APPROPRIATIONS AND TRANSFERS
{In Millions of Dollars)

Army Navy Mar Corps Alr Force Defense
Stock Stock Stock Stock Stock
Fiscal Year Fund Fund Fund Fund Fund
Actual
1965 =35 0 ] -41 =-117.3
1966 0 ¢ 0 ] -30
1967 +351 +H17 0 0 +107
1968 +60 U +30* =30 +118.4
1966 -360 ~323 ] =525 =300
Propesaed (FY 71 Budget)
1970 ¢ +27% 0 =300 =127
1971 =220 +07* 0 -67 =72

*Based on authority for Transfer between working capital funds.

C. In FY 65, the siock funds were generating cash from the llquldatlon of long supply
Inventorles that dld not require repiacement when sold. The President's budget had proposed
transfers to other accounts tolaling $200 milllon, which were increased by the Congress to
$240 in the Appropriation Act. The actual transiers were only $1983.3 milllon Lecause the
gainlng 2-counts were determined at the end of the year not to need the fuil amounts.

d. Inthe FY 66 Budget, continuation of the inventory liguidation was planned, with
rescisslons transfers out) of a total of %470 million, With the exception of a transfer of
$20 milllon irom the Defense Stock Fund to the Defense Industrial Fund to provide the Initial
capltal for the newly established Defense Communications System, none of these transfers
was actually made. However, the transfers were ircluded by the Congress in the baslc
Appropriatlon Act (September 1965) so that the Congress would not nced to increase the new
obligatlonal authority to offset thelr deletion. In the Supplemental Defense Appropriation
Act, 1966, new obligation authority was provided, as requested by the President, to replace
the amounts that couid not be trunsferred from the stock funds.
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e. In the meantime, the cash impact of the increased inventory levels required to
support the escalating operations in Vietnam was greater than the relief afforded by this action.
To accommodaie these require ments without new appropriations, the Supple mental Defense
Appropriation Act, 1966, also provided relief from the DOD legal interpretation of Section 3679
of the Revised Statutes: that cash balances were required to cover the amount of outstanding
accounts payable in each stock fund. The general provision added for this purpose, which has
been included in each subsequent annual appropriation, states that cash balances need to be
maintained only in the amounts necessary for cash disbursements. This is currently Section
639 of the Defense Appropriation Act, 1970.) The extent of the relief granted by this provision
is indicated by the fact that reported accounts payable in the five stock funds at the end of FY 66
totaled $790 million. The aggregate cash balances of the funds declined from $806 million at the
beginning of the fiscal year to $547 million at the end of the year. The increased turnover rate
of this cash balance is evidenced by the {act that gross expenditures averaged $765 million per
tmonth in FY 66 and $1,052 million per month in FY 67.

f. The President's budget for FY 47, as submitted in January 1966, did not propose
any changes in the capital cf the stock funds. By the beginning of the fiscal year, however, the
need for additional cash in the Army, Navy, and Defense accounts was recognized and funds were
included in the Supplemental Defense Appropriation Act, 1967, which was enacted 4 April 1967.
Further increases in cash were provided to the Army and Defense accounts in the DOD Appro-
priation Act, 1968, enacted 29 September 1967, The requirements of the Marine Corps Stock
Fund were met by the FY 68 transfer from the Air Force Stock Fund. During these 2 years,
however, the aggregate cash balances of the stock funds declined to $464 million at the end of
FY 67 and $302 million at the end of FY 68. There were repeated occaslons during this period
when most of the funds were forced to take extraordinary management actions as a result of
critically low cash balances.

g. During FY 69 most of the stock funds were again generating cash through liquidation
of inventories built up to support anticipated demands higher than were actually occurring and
through the effect of capitalizing additional commeodities. Transfers totaling $1,510 million
were made to the procurement appropriations, with the result that the cash balances again de-
clined to a low of $248 million at the end of FY 69. Continuing pressure from the OSD to ensure
that stock fund management would accomplish the scheduled cash generation was r-cessary
during the year. 5 Even 50, all of the transfers would not have been possible without advance
payments for unfilled orders made Ly customers of the Army and Navy Stock Funds, as an ex-
ception to normal operating procedures.

h. The programs for FY 70 and FY 71 contemplate net rescissions in much smaller
amounts than In 1969, while liquidating the advances from customers and increasing the total
cash balances to $493 million at the end of FY 70 and to $788 million at the end of FY 71. The
additional cash requirements of the Navy Stock Fund are planned to be satisfied by transfers
from the Air Force and Defense Stock Funds in which a continuing liquidation of long-supply In-
ventorles is scheduled.

i. It is doubtful that the recognition eing given ln the FY 71 budget to relieving the
administrative problems created when cash balances are disproportionately low, in relatlon to
the volume of business, is adequate. From FY 66 to FY 70, a factor of 11/2 percent of planned
collections and expenditures was used by OSD to compute the principal part of the cash balance
requirement, as a safeguard agalnst unpredictable variances in the cash flow estimates. In the
FY 71 budget, this factor has been increased to 21/2 percent to provide a higher degree of
protection. With the increased factor, the cash balance should approximate 2, 6 weeks of dls-
bursements, rather than 1.6 weeks. Considering the rapidity and magnitude of potential pro-
gram changes, however, it would appear that a variance factor of at least 30 days should he a
minimum after programming to standard levels of accounts receivable and accounts payable,
With such a higher cash balance, there would also be a somewhat greater capabillty to finance a
surge in requirements in connectlon wii.: any new emergency, pending the review of revised
program levels,

5
Deputy Secretary of Defense (Comptroller), Memorandum, subject: Stock Fund Cash, 15 February 1968,
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j- Although the appropriation and transfer actious between FY 65 and FY 69 show net
withdrawais of cash working capital in all stock funds except the Marine Corps, the extended
use of stock fund linancing resulted in substantial increases in the net investment of the Govern-
ment, as recorded in lhe slock fund accounts, This deveiopment is shown in Tabie 10.

TABLE 10

GOVERNMENT EQUITY IN DOD STOCK FUNDS
(In Millions of Dollars at End of FY)

Artny Navy Mar Corps Air Force Defense
Fiscal Stock Stock Stock Stock Stock
Year Fund Fund Fund Fund Fand Total
1965 2,389 983 230 401 2,257 6,259
1966 2,633 956 234 400 2,329 6,552
1967 3,388 1,103 240 422 2,686 7,889
1968 3,611 1,072 247 377 2,972 8,279
1969 3,406 1,922 291 2,475 2,888 10,971

Note: Changes are due to appropriation and transfer actions, operating gains and losses, and
inventory transfers (capitalizations and decapitalizations) between accounts.

5. MANAGEMENT CONTROLS AND RESTRAINTS

a, The programming of every stock fund activity is based on the approach reflected in the
standard operating budget format prescribed by OSD. The stock fund operating budget is a fore-
cast of the items to be issued during the budget period and of the items required to be on hand
and on order at the end of the period to support continued operations, offset by the estimated
application of the assets available and new procurement required during the period. The deter-
mination of requirements estimates and the stratification procedure for estimating the appli-
cability of inventories are governed by supply poiicies and by the plans and objectives ol using
activities. The factors are further influenced by financial policies or considerations to the ex-
tent necessary to ensure realism and reasonabie judgment in baiancing the results to be accom-
plished with the cost of acquiring and maintaining the desired inventory levels. This procedure
can be foilowed on an individual item basis, priced to provide dollar amounts, or it may be de-
veloped for groups of items on a summary dollar basis. The [inanciai programs for divisions
or control points managing thousands of items are necessarily stated in doilar summaries,
regardiess of the extent to which they are based on individual item supply control and analyses.

b. When a program for a stock funds has been developed and approved as a reasonable
statement of what shouid be done on the basis of the policies and assumptions or estimates accepted
as being proper, the primary purpose of any management control or restraint is to ensure (1)
that item managers proceed in accordance with the policies and objectives approved, and (2)
that attention will be directed to any area (a) where actual requirements deveiop dilferently
from those anticipated in the preparation of the program or (b) where management actions are
not consistent with the approved policies and objectives. The purpose and the concept are sub-
stantially the same whether used by a higher headquarters in administering a subordinate
activity or by an Inventory control point in administering internal commedity management
eiements. Financial controis cannot ensure that good judgment is refiected in all management
aclicns, bul they do provide a means of measuring the resuits that are accompiished in relation
to those planned and provide assistance to the manager in identifying any part of the supply
system that is not functioning as anticipated.
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c. The principal method of financial control in the Department of Defense is based on
the provisions of Section 3679 of the Revised Statutes, as amended (31 U.5.C. 665). This law,
known as the Anti-Deficiency Act, requires annual appropriations to be apportioned in a manner
that will prevent exhaustion of the funds before the end of the period covered and requires no-
year funds to be apportioned to achieve the most effective and economical use. Apportionment
is the authorization of the use of obligation authority In an appropriation or fund as made by the
BOB. Withln the DOD, allocations and allotments are comparable authorizations. These von-
trols apply only to the cbligations that may be incurred. Other or additlonal administrative
controls may also be utilized, such as the establishment of limitations or targets for expendi-
tures, accrued costs, or inventory levels,

d. The DOD has found that a stock fund program cannot really be expressed in terms of
an obligation limitation alone, although such a limitation does serve to call attention to changes
in program requirements that result in a need for adjusting the planned obligations. A stock
fund program reflects the interrelationship of the many factors on which it is based and is best
expressed as a series of time-phased objectives that include sales, commitments, obligations,
receipts from procurement, disbursements, inventory on hand, and inventory on order. The
amounts of these objectives are designed to reflect appropriate actions to supply current de-
mands and to adjust Inventories at all times to the optlmum levels. Where an element of a
stock fund is being programmed and managed In this manner, the apportlonment system of con-
trol, as such, is not really significant, since it is not the prlmary means of avolding unnecessary
obllgations or achieving the most effectlve and economical use of the funds.

e, Of the flve stock funds in the DOD, parts of two are currently exempted from ap-
portlonment. (Under the statute, the BOB is permitted to exempt working capital funds from
apportlonment.) These are the Continental Army Command Dlvision in the Army and five of the
seven Dlvislons in the Air Force (exciuding only the iarge General Support and Systems Support
Dlvislons). The exemption from apportionment does not diminish the program control exercised
by OSD over these divislons. Its advantage to DOD ls limlted to the timesaving ol processing a
program adjustment formally through the BOB, which Involves from 1 to 15 days. The partial
exemption has the disadvantage of complicating the formats used to express the programs.
Because of these facts, little interest has been shown ln the Services and agencies other than
the Air Force In obtainlng or extending any partlal exemptions from apportlonment. The ex-
emptlon of an entlre fund would be deslrable, however, since 1t would ellmlnate the necessity of
using the apportlonment form (DD Form 1105), Thls form includes a number of technically
defined entries requlred by the BOB, so that lts preparation is not simple and it 1s relatively
meanlngiess without supporting schedules to identify the real content of the programs to whlch
1t 1s related. Substltutlon of a DOD form more applicabie to stock fund operatlons to record the
request for and approval of a stock fund program would be a distlnct lmprovement

f. It 1s not unreasonable to antlclpate that the BOB will give favorable consideration to
exemptlon from apportlonment for all stock funds In the DOD. During the Vietnam era, the
Bureau has approved aii OsD requests, without adiustments. Thls procedure has been possible
because the BOB staff has particlpated informally with the OSD staff ln the detailed reviev's of
all stock fund programs and because the Secretary of Defense and Asslstant Secretary (Comp-
troller) have been kept closely informed of Bureau (and Presldentlai) policies requlring con-
slderatlon. As a result, Bureau approvai was substantlally ensured before submlssion of each
apportlonment form. This Informal coordinatlon would be expected to contlnue if the use and
formali approval of the Form 1105 were dropped. It wlll be necessary, however. to convince
the Bureau that stock fund program control In OSD and In each of the Jepartments and applicable
Defense agencles functlons In a manner that ensures effective and economlcal use of the funds
so that the apportlonment process ls not needed. After exemptlon under these condltlons, BOB
Influence on stock fund programs would be much the same as at present. The BOB power to
withdraw the exemptlons from appo:tionment would ensvre that lts partlclpatlon could not be
rejected and that both OSD and Bureau staif would be reasonably certain to continue to be
responsive to Presldentlal guldance.
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. Financial contrels do not act as eonstraints if (1) actual reqoirements do not exceed
the approved progriun; (2) management errors or misjudgments do not result in overprocore-
went of some items, leaving inadeguate funds for other item requirements; or {3) changes in
requirements can be identified and timely revisions of the approved programs accomplished.
Because departures from these conditions oceur from time to time, instances have occurred
where fipancial construints served to delay the procurement of needed items. Such an event is
inherent in a complex suppiy system where both huinan and machine errors can occor. Without
the constraints, both discovery and correction of the errors is more difficult. In this respect,
the constraints dre ciearly a managenient tool withoot which logistical sopport is more costly.
Moureover, the constraints are an essential means of ensuring that subordinate command levels
cannot prejudge program change declsions and initiate actions that are not approved.

6. STOCK FUND FINANCIAL PROGRAMS IN THE VIETNAM ERA. The apportlonmenrts of
stock funds during the Vietnan: era are summarized in Appendix B, Apportionment requests
were frequent!ly accompanied by transmittal letters sommarizing the basis for the submlssion
and by more or less volominous justification data (as prescribed by DOD Manual 7110-1-M and
a5 supplemented by the reguesting ugency). Additional justification, as well as more detailed
explanations, was usually presented at informal hearings held by the reviewing staffs, some-
times at the management control points in the field. The action by the reviewers is sometimes
recorded in letters and markep scnedules, and often in supplemental verbal comments. Be-
cause of the varied and informal procedures and general lack of effort to document fuily on the
record the basis for each action proposed and taken, it is virtually impossible to reconstruct
in detaii the complete hlstory of these numerous financial program changes. The observations
summarized in the following paragraplis are drawn from review of as many of the apportionment
records and other reiited data as it was practicable to locate and examine.

1. Program changes were too numerous gnd frequent for efficient operations. The
ciuses were inore or less unaveidable under the circomstances but greater effort to minimlze
the changes should have been made. :

{1) The rianner in which military force requirements for SE Asla were established
is reviewed in detail in the Military Persorael in Operational Logistics Monograph Included in
the JLRD review. Both the manpower strengths and the types of units to be deployed were
constantly changing and plans for additional chainges were constantly being prepared and re-
viewed throughoot the YVietnam era. Under these condiilons, also invelving fluctoatlng activity
rates in milivary operations, the consumption rates for most items of expensie materlal were
varlable and difficult to forecast.

(2) The effect of varying requirements was accentoatec: by deficiencies in the
availabilley of management information data relatlng to sopply status of materie] In trarslt to
and in Vietnam and by deficiencles In the processleg of requisitlons. These defleiencles had
the effect of niisleading CONUS inventory managers as to what the real reqoirements were.

{3)  The flow of program guidunce {rom the Secretary of Defeanse to the Inventory
managers was Inadequate. Development of program changes in the proper order of magnitude
and on a timely basis was handicapped by the difficulty of determining at the worklng level what
the real program objectlves were at any given time. Greater inltiatlve and leadershlp In giving
dlrection to the inventory managers and to those processing thelr flnanclal programs woold have
facilitated the support of logistic operations. When signiflcant changes In plans were under
const deratlon and when marked inereases in the probability of contlngency requirements were
recognized, more prompt and cledar guidance with respect to improving the capablllty to meet
hicher requirements for the types of materiel most likely to become critleal should have been
provided,

(4} Inthe opinion of the DOD reviewing authorities the judgment displayed by
Certnn iventory nunagers i managing their program was gquestionable, The programs for the
commodities mamiged were subject to partlcularly eritical review. The results of this review
mdiciated a need for management improvements. Until supply management improved, continued
buyinig of quantities of the wrong 1tems accompanied by constrained buying of needed ltems per-

sisted,
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b. Lack of obligation authority when needcd has not been a problem within any stock
fund, although stock fund inventory managers at times have lacked the authority to use obligation
authority that they considered to be needed. Statutory authority exists in 10 U. S, C. 2210(b) to
utilize anticipated reimbursements to an indefinte extent as a basis for incurring obligations.
The use of this authority is subject to the control of the Secretary of Defense and the approval of
the BOB. These controls do not diminish the value of the flexibility in obligation authority pro-
vided, but do illustrate that its effcctiveness depends un the administrative skill and wisdom of
judgment with which program decisions are proposed, justified, and approved. A stock fund is
a revolving fund whether centrally managed at the departmental level or controlled by lower
management echelons.

7. CONCLUSIONS AND RECOMMENDATIONS

a. Conclusions

(1) Supply system inventories of expense items, including stocks at both whole-
sale {(depot) and retail (base) levels, are of such magnitude in dolar value and/or in number of
items that both financia! management and item supply control techniques are required. The
classical concept for the use of stock funds with adequate capitalization when not constrained by
apportionment procedures could be an effective and efficient procedure for financing those supply
system inventories that support and complemcnt the user stocks.,

(2) Within the broad framework of established (GSD stock fund policy, the Services
must have the flexibility to organize their stock fund operations in a manner that best supports
the accomplishment of their assigned missions.

(3) The Office of Secretary of Defense procedures of stock fund program review
and control make the Bureau of the Budget apportionment of stoc. funds unnecessary to ensure
the most effective and economical use of the funds.

(4) The authority to maintain minimum cash balances in and to transfer capital
between working cupital funds has been provided on an annual basis since FY G6. These pro-
cedures will be needed indefinitcly for efficient management of resources.

(5) Stock fund cash balances have in general been too low since the end of FY 66
in relation to the volume of business proccssed. For exanmple, the aggregate cash availability
in all stock fuads on 1 July 1969 was $253 million, only slightly more than the $230 million
average weekly rate of disbursements now anticipated for FY 70. Because the maintenance of
higher cash balances for the stock funds on the books would have little, if any, effect on with-
drawals of cash [rom the treasury. there is no real cost to the Government from authorizing the
hlghker balances.

b. Recommendations, The Board reconmimends that:

(FM-2) Tae Office of the Secretary of Defense establish with the Bureau of the
Budget the conditions requlred to obtain apportionment exemptlons for stock funds and a schedule
for qualifying each fund for exemption (conclusions {1) and (3)).

(FM-3} The Office of the Secretary of Delcnse seek pormanent statutory authority
(replacing the general provision included annually in the Defense Approprlation Act) to permit
sufficient cash balance of working capltal funds to be only the anrount needed to cover disburse-
ments and to authorize transfers of capltal between working eapital funds (conclusions (2) and

(4)).

{FM-4) To suppoit sound management, the Office of the Secretary of Defense pro-
graunt more adequate cash balances in stock funds, ineluding a ¢reater altowance for unanticipa-
ted program changes, so that the planned balance ir each fund should be equal to at least 30
days of disbursements (conclusioa (5)).
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CHAPTER VI
INVESTMENT COSTS — CONSTRUCTION

1. INTRODUCTION. This chapter discusses the financial management procedures employed
in the Vietnum construction effort and the adaptability of thesc procedures to contingency oper-
ations. Unlike funding in other wars, the funding of the majority of this construction effort was
through Military Construction (MILCON) Appropriaticns, and peacetime programming and bud-
geting procedures. Comments received by the Joint Logistics Review Board point to the ad-
verse effects experienced through use of these procedures. Stressed aiso was thc need for a
better balance between the flexibility provided to the combat commander in liie use of construc-
tion funds and the control of the overall effort retained at the Washington, D.C., level. Find-
ings of previous studies and reports on construction in Vietnam have emphasized that a con-
tinuing division exists at various echelons between those individuals desiring program and fi-
nancial control for each item at the Washington Ievel and tiiose desiring complete flexibility in
the accomplishmert of construction in the combat area. Areas addressed in paragraphs 4to8
of this chapter are discussed in the Construction Monograph and will not be discussed in detail
in this chapter.

2 DEFINITION OF INVESTMENT COSTS

v ...Investment costs are those costs usually associated with the acquisition
of equlpment and real property. Construction, including the cost of land and rights
thereln, is also an investment cost for program-budgetary purposes. Tonstruc-
tion is the erectlon, installalion, or assembly of a new facillty; the additicn, exten-
slon, alteratlon, conversion, or replacement of an existing facility; the acquisition
of a faclllty, etc. Construction is distinguished from repalr or malntenance in
that repalr or malntenance has the effect merely of keeping the asset in its custom-
ary state of operating 2fficiency. Construction includes equipment installed. vl

3. OBIJECTIVE. The objective of financial managemert systems for MILCON ls to control
funds authorlzed for constructlon within the appropriatiou, apportionment, and obligating
authority specified by law. As stated in Chapter III of this monograph, the system must ac-
compllsh chis objective in consonance with Section 5679 of the Revised Statutes, as amended
(31 U.S.C. 665), and the desires of Congress and other agencies' requirements for financial
information. Inherent in thls objective is the concept of providing the most effective and eco-
nomlcal management of constructlon funds through the financial procedures prescribed.

4. CONSTRUCTION FINANCIAL PROCEDURES

a. Declsion to Use MILCON Funds. Prlor to FY 65, funds made available for con-
structlon in the Republic of Vietnam were primarily through the Military Assistance Program
(MAY) and for the Republic of Vietnam Armed Forces. Subsequent to the Tonkin Gulf incident,
the Secretary of Defense, by memorandum of 2 September 1964, directed that construction
costs related to the deployment of nonadvisory units be funded from appropriations availabie to
the milltary departments rather than MAP. 2 Further, obiigations and cxpenditures incurred
agalnst MAP funds for certain specified projects previsouly approved under the MAP but

1
Dopartment of Defense Instruction 7040. 5, Definition of Expense and Investment Costs, 1 September 1966.
Sccretary of Defense, Memorandum, suliject: Funding of Costs of U, 8. Foree Buildup in Vietnam, 2
September 1964.
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reguired for nonudvisory uimts were o be transferred to or reimbursed by applicable military
department approproations,  Althoupgh the Secretary of Delense memorandum did not specifically
state that the construction requirements of U, 8. forces would be financed by MILCON appro-
priations. the implementing guidance essentially placed programming on the MILCON including
its nuny tine-consuming procedural constraints.  This resulled in an extensive discussion of
the programming and [unding procedures to be ¢mployed in the Vietnam construction program.
The final decision was to spousor construction requiremenls of U. 8. forces in Vietnam through
the MILCON program and tu integrate Vietnam MAP constructlon requirements intoe the MIL-
CON systeuw,

b, Responsiveness.  The first action to improve the responsiveness of the MILCON
system for construction in Vietnam was proposcd by the Secretary of Defense lo the Chairman
of the Subconmnittee uun MILCON Appropriations. 3 "This letter propesed that the Office of the
Secrctary of Defense (0SD) be granted the power to authorize urgently required construction as
necessary, using the authorization of Sections 102, 203, and 303 of PL 88-390 and available
MILCON funds. The letter also proposed thzat the subcommittee be advised concurrently or as
soon thereadter as possible, of the work involved, the reason therefore, and an estimale of the
Line items of ceastruction requived. I wis proposed that this revised procedure be employed
for the balance ol the fiscal year and be limited to South Vietnam requirements.

(1) As far as the Services wer coneerned, these revised procedures granted
retief only o the OSD tevel, The detailed flow of paperwork, justification, and definition were
not relixed. Fouse any of the reprogramaing anthority made available, funds had 1o be laken
trom previously anthorized and funded MILCON projects. In addition, forfeiture of authoriza-
tion for the latter prejects was required. This was un unusual slipulation of the FY 65 aulhor-
ization, which fortunately was eliminated in future aulhorizations.

{2}  Considerable concern was expressed by the Secretary of the Navy and Com-
muander in Chief, Pacific (CINCI'AC), relative lo these MILCON programming and funding pro-
cedures.  The need for procedural chanves to the normal MILCON system was apparent. Ques-
tioned was e form and extent of changes required. One of the actions laken was to include in
the proposcd bill for FY 66 a request for both authocizatlon and funds in the amount of $50 mil-
lion to be available to the Seerctary of Defense to meet « imergency construction requirements.
Previous vmergeney authorizations had not been funded and therefore required reprogramming
from the items adready aulhorized and funded., Although bLuth the reprogramming authority re-
garding the FY 63 program as well as the $50 million conlingency funds were granted to the
Secretiury ¢F Delense, skepticism and caution were expressed by somie of the members of the
Subcomumittee on MILCON Appropriations. These members had serious reservalions about
extendiag this blank check authority to the Department af Defense (D{1D). Despite these reser-
vatians a number of blunket appropriations representing appreciable funds were made available
in the ensmng months,

c. Muajor Appropriations. The appropriation of large guantilies of MILCON funds for
Vietnam construction started with FY 65 Supplemental Appropriation and continued until 26
September 1968 through the passage of supplemenlal and regular oppropriatlons. 1t is signifl-
cant to note that in the dynamic combat envlromuent of the Vietnam conflict, specific and de-
tailed construction requirements could rot be forecasled with a high degree of accuracy far In
advanee of needs. A flexible constrnction cupability was the ultimate goal, and not the peace-
thie v ess whereby complete construction plans and specifications were to be avallable for
deteriination of precise eonsiruction capability requirements.  Sinc< a modilied but essentizlly
peacriime MILCON procedure was enmployed, the programming, roesrogramming, reevaluation,
roejustfreation. and resubmittad 5, wath all the attendant administrative burdens, resulted in
debiavs, Evolved over many years, primarily to satisfy peacetime constructicn regulrements,
thee svsten provided anaximum vesibitity and tight centridized controls. However, the proce-
fures mvolved were aborions and time -consure < and Lacked the flexibillty and quick responge

Sheualy Secrebary of Iacfepse, Letter, o Maren U,
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desired in a dynamle warfare situation. More specifically, the evolution of the wajor con-
struction programs was charaeterized by the following: .

(1) Programming and funding proccdures employed to contral the constyuction
program In Vietnam were oriented essentially toward peacctime military construction.  ‘These
procedures did not provide the unified and Service commanders with the degree of flesibility
required. o

(2) Procedural constraints, ~lthough properly recopnized from the oulset, were
never adequately rcsolved. i

(3) The formulation and enactment of the MILCON portion of the FY 65 Supple-
mental Appropriation was most responsive, requiring less than 1 month o complete. The
Congress required less than 4 days to consider and pass the entire appropriation.

{4) The request for construction funds, as submitted to the Congress and appli-
cable to the FY 65 Supplemental and the FY 66 Amendment Appropriations, did not adequately
reflect the theater eonimander’s stated requirements.

{58) Funding eonstraints prior to 1966 resulted in the mobilization of a construc-
tion capabillty that was both minimal and piecemeal and appreciably below the stated require-
ments.

{6) There was little resemblance between facilities originally programmed and
those ultimately constructed. The formulation and review of the MILCON program by line item
rather than gross requirements and the resubmittals and reevaluations were both time-
consuming and to a large extent served no useful purpose.

3. PROGRAM FLEXIBILITY. The degree to which flexibllity was provided to both the Ser-
viccs and the Commander, United States Military Assistance Command, Vietnam (COMUS-
MACYV), prior to 1866 was extremely limited, untimely, and of litlle value owing to the paucity
of funds and the peacetiine llmitations and procedures that had been imposed, The initial
flexibility of any consequence was promulgated to COMUSMACYV in January 1966 and provided
the theater commander with 15 large accounts per Service. Each aceount eonstituted program
authorization for a specified scope {o be constructed any place in-couniry and included the
authority to increase the amount in any account by up to 10 percent as long a3 the sum total of
all aecounts was not exceeded. Although prior OSD approval was required to exceed the 10
percent limitation, such approval eould be assumed if a reply was not received within a 30-
day period.

L

a. By contrast, new procedures established in early 1967 provided COMUSMACYV with
approximately 30 accounts for each Service. As in the former case, cach account constituted
authorizatlon far a specifled scope; however, in this case, major location was also specified.
With a total of 19 such locatlons, the orlginal 15 entitics ‘o be managed beeame subdivided into
more than 500 accounts for eaeh Service. Althouph the 10 percent flexibility feature was re-
tained, its application was now limited lo previcusly approved projects. Further, since the
flexibility base suseeptible to the application of this 10 pereent factor had now been suliivided,
the true flexibility, in effect, became correspondingly more than 30 times smaller.

L, Emergeney requirements were recopnized by pranting COMUSMACY the authority
to start the construction of any project hu belicved to be urpently required; however, if it ex-
ceeiled the authority he now possessed, it was subject o OSD vete.  To paraphrase B, Gen.
Raymound, former MACV Director of Coustruction, flexibility had cssentiadiy been mmntained;
however, the now system Imposed a monumental paper workload beeause muany separate pro-
jects and copies of all amendments were required by the DOD. One reprogramming action
could involve as many as § to 10 amendments to construction direetives. The procedures appli-
eable to the Vietnam program were altogcther mweh too eomplex, involved too many peaple, and
generated far too much paper work. Procedvres should not be ehanged completely during: a
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contingency operation, let alone more than once; nor should different procedures be made to
apply to different appropriations within the overall program. The key point is the need to as-
sign authority commensurate with responsibility to the unified commander and his subordinates,
subject to overali controis of the construction programs of the Services and of the total pro-
gram. It s questionable that a meaningful review and analysis of the detalls of changing re-
quirements ir a dynamic construction program can be accompiished In a responsive manner ex-
cept in-country., A simpler system is required in support of contingencies. Such a system
should preciude the recurrence of the programming weakness experienced in Vietnam, especial-
iy in the area of flexibility, which was characterized by the foliowing significant constraints:

(1) The need for flexibility was recognized by the unified commander; however,
prior to 1966 the extent to which it was provided was negligible,

(2) There were no statutory limitations affecting the granting of fiexibility and,
although Congress essentially provided the Secretary of Defense with full authority in this re-
gard, it was not further delegated excepi as noted in 1966.

(3} The flexibility provided by the merging of unexpended MAP funds with MIL-
CON funds was not exploited by COMUSMACY.

{4) In reducing the degree of flexibility previously authorized, the anthority for
reprogramming largely reverted to OSD, and the procedures established resulted in an unpre-
cedented amount of unproductive paper work.

{(5) The deciaion tc return program and fiscal controls from a category to a line
item basis resuited in a return to peacetime procedures inconsistent with the dynamic condi-
tions and environment of the sltuation.

(8) The unmodified application of the full funding concept precluded full utilization
of the construction capability that had been mobilized In Vietnam.

4. APPROPRIATION ALTERNATIVES. Various appropriation alternatives were proposed
during the Vietnam conflict. The Department of the Army position was that legislation be
sought authorizing the use of available Operations and Maintenance (O&M) funds for the con-
struction of certain facilities in foreign countries deaignated by the Secretary of Defense as
areas in which U. 8, forces might be subjected to hostile fire. Although COMUSMACYV and
Commander in Chief, U. S. Pacific Fleet (CINCPACFLT), urged the use of MAP funds and
noted the availability of numerous precedents for same, the costs of major construction re-
quirements in Vietnam were funded from MILCON appropriations. By way of coutrast, con-
struction costs incurred during the Korean War were financed with O&M funds, which was in
keeping with the Army position as previously stated. Further, similar costs experienced dur-
ing World War II were financed from a single war support approprlation and increased as the
need for more funds occurred.

7.  CONCLUSION AND RECOMMENDATION

a Comlugion. Adynamic warfare situation, such as the Vietnam conflict, results in
rapidly changing requirements for urgent military construction. Although some modifications
and adjustmen’s have been made, the procedures for justification, programming, and budgeting
extended veil beyond that needed for the overall level of effort and program control, and con-
tinued to be tasically the same as that used in peacetime~the line item orlented military con-
struction process. These procedures invoived much eéxtraneous administrative effort, intro-
duced undesirable time delays, were not sufficienily fiexible, and imposed difficulties in the
application of construction resources. In short, military construction procedures proved to
be unsultable for use in a warfare situation.

b. Recommendation, (The Construction Monograph contains a recommendation for the
establishment of a new Contingency Construction Arpropriation. )

66




CHAPTER VII
INVESTMENT COSTS — MAJOR ITEM PROCUREMENT

1. INTRODUCTION, This chapter addresses finaneial management and its role In the pro-
curement of major items required to support contingency operations. A background summary
1s provided and problems inherent in procurement are identified. The chapter aiso inciudes a
review and 2nalysis of financial policles in force during the Vietnam era as weii as coneluslons
and reconimendations for improving the systen.

2. BACKGROUND. Flnanelal management procedures for budgeting and funding for the pro-
eurement of maior items of equipment, spare parts, and ammunition to support combat opera-
tlons 1n Vletnam have been the same as prescribed for aii peacetlme procurements. One pos-
sible exeeption to this assessment is the rapid temnpo with which some priority proeurements
have been exeeuted. The budget-funding eyele followed the sequenee requircments expressed
in the Five-Year Defense Program documert, and proecurement of end items was aceompiished
In aceordanee with the Materlel Acqulsitlon Plans, ] To satisfy inqulries presented by the Of-
flees of the Asslstant Secretary of Defense (Systems Analysis) and congressional committees,
detailed llne item justlfications were required. Supplemental, amended, and annuai budget
submlsslons were ali used to request mllitary apporpriations for procurement. The Depart-
ment of Defense (DOD) Plannlng, Programniing, and Budgeting system (PPBS) is a complex
compllation of mllitary objectives requirements, force ievels, resoureces, cosis, and systems
concepts supported by operatlons research analysls. Finanelal management ls an inseparable
part of the total system, At the apex of the entire pyramid are the national and defense objee-
tlves. Requirements for materiel and other resourees are the basls for plans, programs,
budgets, and funds management. Changing or undetermlned requirements lmpact on program-
ming, budgeting, and funding In all aspeets of the system. In a dynamic situation such as
Vletnam from 1965 to 1968, requlrements foreeastlng was imnprecise aad difflcuit. This budg-
etary proeedure 1s explalned iurther In Appendix A of thls monograph. Hlstorieaiiy, problems
have been encountered by the PPBS in the procurement of major items. These problems re-
solve into two major questions: (a) Should the finanelal system of budgeting and programming
used in the procurement of major ltems be ehanged? (b) Whether funding turbulence resulted
In requirements turbulenee that impaeted adversely on procurement ?

3. PROCEDURES AND POLICY. No beneflcial purpose can be s< 'ved in restating the de-
tailed flnunclal management procedures described in apptieable DO' Direetlve and the Logis-
tic Planning Monograph. Normal financial procedures were used. Forecast requirements and
changes ihereto were justlfled In detall. Programming and reprogram:ming of projeets and
programming elements were extended, according to the normally preseribed system, for

5 years In the Flve-Year Defense Program. This document was the base for the submlsslon
of proposed program changes. An underlying policy was to avold overfunding or procurlng
too much that mlght result in aceumulated exeesses, Guidance for program and flnanclal
plans for FY 67 speclfled that "procurement requirements will be programmed and flnanced
In two Increments. The effect of this assumption will be to mlnimlze the quantities requlred
to be programmed and financed prior to April 1, 1967 slnce only produetion leadtlme will need
to be proteeted by the flrst procurement lnerement. "2 The polley of suhmittlng supplemental
budgets was followed untll FY 66 to aitaln more aecuracy In budget estimates. In 1968 funds

lDep:u'tmcnl of Defense Instruction 7110. 1, Guidance for Preparation of Budget Estimates, Budget Execu-
tion Programs and Apportionment Requests and ileiated Support Material, 9 August 1965,

2Secretary of Defense, Memorandum, subject: [nitial Program and Financial lans for FY 67, 22 June
1966,
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were vequested in the regular budget for the entire year and a supplemental budget was not an-
ticipated. (Nevertheless a $3.9 biliion suppiement was submilted iate in the cycle in May 1968.)
Guidance for preparation of the FY 67 and FY 68 budgets included the assumption that com-

bat operations would end with the expiration of the fiscal year, i.e., FY 67; and "if it appears
that the conflict will continue beyond that date or if it should expand heyond the ievel assumed
in our present plans,"3 an additional FY 67 request would be subinitted. The reason given by
the Secretary of Defense for this policy was: "I think it would be irresponsible for us to come
forward now, today, with a higher figure, because it is extremeiy difficult to estimate the

level of combat operation 18 months iun advance. "4 Three months after the budget estimate:s
were submitied, the "Record of Decision" version of the Logistics Guidance was published which
authorized commputation of requirements assumlng extension of the war through FY 68 procure-
ment lead tlme.

4. PROBLEMS. Application of the financial policies and procedures described in paragraph
3 to the Vietnam dynamic combat situatloa with its escalating requirements compounded an
already difflcult managerial situation. No measurement has »xeen discovered as to what degree
probiems were intensified and exacerbated. The GAO reports, internal audits, and Program
Management Reviews have identified the following problems:

a. Receipt of funding by the Services on an incremental basis without advance notice of
amounts and dates funds wouid be availabie

b, Frequent program and funding changes

Cs Insufficient funds ut procurement agency leval

d. Increased administratlve burden and costs

e. Uneconomicai quantities of procurement

£, Higher unit prices of procurement

g. Delay and confusion in procurement action.
5. COMPTROLLER GENERAL REPORT—SPARE PARTS. During FY 66 and FY 67, the DOD
reieased funds to the miiilary services on a piecemeal basis, as item requirements were ap-
proved. Like the other Services, the Air Force released funds to its procurement centers for
spares without advance notice as to amounts or when they would become available. The total
amount of funds made availabie was iess than the total nceded to satisfy ail computed require-

ments.? The findings and conclusions of the GAQ report pertaining to USAF procurement of
spare parts criticized Incremental funding and specified:

a.  Spare parts could not be purchased in larger, more economicai quantities,
b, Prices were increased by contractors because of delays in placing orders.

c. The administrative costs of procurement were increased because of the additlonai
paper work.

d.  The purchase of supplies on a piecemeal basis increased the likeiihood of partis
shortages, which could adversely affect the operational readiness of aircraft.
3p.8. Congress, House, FY 68-72 Defonse Program and FY 68 Defenso Budget, Statement by the Secretary

of Defense before The Armed Services Comuiittce, 1967,
4Secrotary of Defense, Draft Presidential Memorandum, subject: General Purpose Forces, 27 December

1966,
5Comptroiler General of the U. 8., Report to Congress, Need fer Improvement in Funding Practices

Affecting Spare Farts Procuroments, 27 August 1968,
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6. U.S. AIR FORCE AIR MUNITIONS

a.  Funding History

(1) The FY 65 budget, prepared in October 1963, submitted in Janucry 1964, con-
tained $165 million for munitions. Through reprogramming actions and supplemental funds
approved by the Congress, it was increased to a total of $316 million for FY 65. The budget
had been prepared against an old program force level as compared to a newly recognized re-
quirement for an increase of 36 percent in sorties authorized.®

{2) The FY 66 budget, which contained $285. 7 million for munitions, was in-
creased by the Congress to $295 million. With changing conditions in Vietnam, requirements
were reevaluated in July 1965 2nd an addendum to the fiscal year budget of $268. 8 million was
approved by the Congr=ss. Subsequently, the Air Force again adjusted the Vietnam require-
ments on the basis of additional force deployment. To support that increased requirement, the
Air Force requested an additional FY 66 supplemental budget of $738 million. The munitions
program for FY 66, including the supplemental, stood at $1, 307. 4 million early in 1967. 1

(3) The FY 67 budget submitted to the Congress included $1,474. 8 million for the
munitions program. In addition to supporting Vietnam activities, that sum provided for the re-
building of stocks in line with stogkage objectives but did not inciude the rebuilding of war re-
serve stocks to any great extent.

(4) The FY 67 supplemental program and the FY 68 buy program were developed
in accordance with GSD direction to provide each month production deliveries that approxi-
mately coinclded with anticipated monthly expenditures in Vietnam through June 1968.9

b, Funding Discussion:

(1} This chronology shows significantly increasing ammunition requirewnents
throus* wut the period 1965-68, (See Chapter I of the Ammunition Monograph. )

(2) The results achieved in programming and budgeting for constantly changing
air munitions requirements indicate that success was achieved in managing difficult procure-
ments without underfunding and multlple fund releases. Slnce this experience is unlike that of
other procurement programs such as artillery weapons and aircraft spares, several explana-
tions may be drawn, In general, requirements for ammunition enjoyed high visibility as a
sensitive and critical subject. There may have been an administrative tendency to be less
critical in questioning ammunition requirements than others; thus, turbulence was relatively
minimized. Cost escalation pressures were less evident in ammunltion {inancial programs be-
cause of competition and volume procurement economies. Subsequent to the establishment of
the Office of the Secretary of Defensc Air and Ground Ammunition Directorates, adequate and
timely air munitions procurement in suppo.t of Vietnaimn was one example of the proper func-
tioning of the entire management system including budgeting and funding. Procurement and
funding for ground munitions has generally followed the same pattern as that of air munitions.
(See Chapter VII, Ammunition Monograph.) Necessary increases In requirements were funded
by supplemental and amended budgets. Estimates of requirements were usually azcepted with
only minor adjustments. No shortage of funding for procurement occurred that had a major im-
pact on combat operations.

SU.S. Air Force Logistics Commard, Letter, subject: Support of Forces in Southeast Asia; Muniticns
Support 1964-1967, March 1969.
7&@'
Bmid.
Sibid.
‘oMr. Lec W, Sheffter, Deputy Dircetor Assistant Secrctary of Defense (Installations and Logistics),
Interview held at OSD, November 1969,
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7. OTHER FIN/:/WGS. The OASD (I&L) Procurement Management Review Program has
identified numerou: instances where "procurement effectiveness [was] being hampered by pro-
gram and funding changes at most of the larger [Service] purchasing activities. A few exampies
fullow:

a. "... 08D made a number of substantive changes to major Navy programs, particu-

~ lariy aircraft. . .there is strong evidence that for ¥Y 66 and FY 67 the increased costs were in

the millions. "

b. .changes in availability of funds caused changes in materiel requirements. . .al-
though actual mate riel requirements may not have changed in fact [U.§. Army Weapons Com-
mard (WECOM)).

c. "The administrative manpower cost of 332 iine items cancelled. . . was estlmated to
be $233,000. . .the lack of flexibility In funding was recognized as a major cause.. .[(WECOM] .

d. .late program releases, changes to approved program and removal and/or de-
ferrals of Iund:: by higher authority are adverseiy affecting NAVORD's [Naval Ordnance Systeins
Command] procurement effectivess. "

e, A Naval Air Systems Command (NAVAIR) report recommended "that OSD (I&L)
should undertake a study into the decision making process regarding late changes to approved
programs and funds reprogramming to assure that ioglstles impilcatlons including procurement,
supply support, productlon and quaiity considerations are taken Into account. '*11

f. An excelient example of turbulence has been cited by the U.S. Army Weapons Com-
mand, "In December i966, the Army Materiel Flan reflected a FY 1968 qguantity of 369 M-102
Howitzers. In Jan i967 this was reduced to 240, Shortly thereafter the entire FY i968 quantlty
was eliminated, but then in June, i60 were reinstated. FY 1969 quantlties were similarly
changed from 296 to 196 to 100. These changes appeared to be largely reactlons to availabllity
of funds rather than changes in reallstic plans fcr the ltem ltself...... Reaiistic plannlng and
cost projections and delivery dates could not be achleved, "12 Whether the fundamental cause
of these problems was requiremeats vaildation or funds avaiiabiilty, both affect one another and
indlcate the need for balance in the flnancial management system.

8, REVIEW AND ANALYSIS. There is agreement within aii leveis of the Department of De-
fense that slnce the stated requirements for Vietnam in FY 66 and FY 67 exceeded the amounts
that had been included in the appropriatioas requests submitted to the Congress 6 months
earlier, suppiemental approprlations would be required. 13 It is claimed by the Assistant Sec-
retary oi Defense (Comptroller) that the total amounts which would be avaiiabie for full year
funding could not be known, consequently, "it was necessary to take every management action
possibie 10 assure that resources available would be used in the most judicious manner to assure
unlnterrupted suppiy support....pendlng avallability of suppiemental funds, and that some funds
be heid in reserve to provide for procurement of unforeseen requirements of an emergency
nature. " However, ia testimony beforc the House Armed Services Committee on FY 68-FY 72
Program and FY 68 Budget, the Secretary of Defense indicated another explanation. The usge cf
suppiemental funding was necessitated not only by the inability to estimate the full year funding
requirements, but also by the clear intent to "avoid the overfunding which occurred during the
Korean War whe:: the Defense Department requested far more funds than were actually needed. r14

nTJ:partment of Defenec, Procurement Mauagement Review, June 1969.
20fﬂcc ef Assistant Secretary of tho Arn.j, Procurement Management Review, July 1968.
L3otfice of Assistant Secretary ef the Army, Procurement Management Review U. S, Army Weapons
Command, July 1968.
Hys, Congress, llouse, FY 63-72 Defense ’rogram and F'. 68 Defense Budget, Statement by the Secre-
tary of Defense befere the Armed Services Cemmitive, 1967,

72




FINANCIAL MANAGEMENT

9. OBJECTIVES

a.  One of the admitted objectives of the Secretary of Defense in budgetary submission was
accuracy in funding estimates, The fecretary was attempting accuracy of @n imprecise function
while recognizing that the policies of government, duration and vicissiiudes of combat were chang-
ing unpredictably. At a time when tb2 President and his closest advisors (including the Secretary
of Defense) were deciding courses to grossly escalate the war effort, the Secretary on 1 August
1966 before the Senate Subcommittee on Defense Appropriations, was exercising caatiousness in
budget requests. He stated, “‘at the moment I wouid not recommend a supplemental, although I
think at some time during 1967 is very iikely. The reason I would not recommend it today.....
is that there are stiil many uncertainties not only as to the duration of the conflict, but also with
respect to the level of operations that needs to be financed."15 On 16 July 1966 the President
decided to approve escalation of U.S. forces to above a 40-battaiion levei, with a paraiie! in-
crease in air support. 16 "rhis decision resulted in "a cumuiative series of proposed progran)
increases faliing one on top of another." These circumstances formed the basis of conflict be-
tween normal financial procedures and the urgency of managing to support combat order of
magnitude requirements. The Secretary of Defense objective of program conservation and
budgetary caution was in consonanre with the national political policy, which stated succintly
was, "we wiil not, except as a last resort move to a system of expanded controls. ... we seek to
avoid restricting the normai operations of our economy. " (See Chapter IV of the Procurement
and Production Monograph.) This thesis was populariy known as the "guns and butter' policy.

s 8

b, According to the Deputy Secretary of Defense (Comptroiler), the Secretary of De-
fense was determined to avoid excess accumulation of supplies and material at all costs. 17 At
the same time he realized he had to support all valid requirements. The problem was what were
the true requirements? The Secretary of Defense.was not convinced of the magnitude of Service
requirements. The situation became a matter of judgment alone to determine what require-
ments to accept as valid to include in the budget estimates. It is apparent that the Secretary of
Defense did not consider unfunded defense requirements, whatever their magnitude, sufficiently
urgent to amend the FY 66 and FY 67 budget submissions when it appeared probable in Getober
1965 that the war would be long and force levels high,

c. The Secretary of Defense viewed the situation in the following context: "....many of
the decisions which would have been involved in Lreparing an amendment to the FY 1967 Budgei
would have also been involved in preparing the FY 1968 Budget, and these decisions couid be
made with much greater assurance of accuracy later in the yea Indeed, I am convinced thal
had we gone forward with an amendment last summer, the FY 1967 Budgct weuld have had to
undergo still another drastic adjustment because of the decisions made in connectlon with the
FY 1968 Budget. In other words, an FY 1967 Supplemental would have been needed in any
event. "

d. The major disadvantage of waiting for a supplemental appropriation was the need to
reprogram ou a large scale the available FY 67 funds to meet the most urgent of the longer
lead-time procurement requirements, pending the availability of the additional funds. Repro-
gramming generated turbulence in recognized requirements, fund shortages, and procurement
problems. The Secretary of Defense recognized this result when he stated: '"Ve recognize that
this exteasive reprogramming has placed an extra hurden not only on the Defrnse Department
but on the Armed Services Committees and the Defense Appropriations Subcoizmittee as well, ''19

I 15y, 5. Congress, Senate, FY 87~71 Defcngo Program, Statement by the Secretacy of Defens= before the
Senate Subcommittee on Defense Appropriations, 1 August 1966,
16Joint Chiefs of Staff, Weapons Systems Analysls Group Study 13, SEA Force Depioyment Buiidup, Part {,
p. 108, March 1968,
i 1T\r. Don Brazier, Assistant Secretary of Defensze (Comptroiler), Interview at OSD, 23 December 1969,
18y, 8, Conaress, House, FY 68-72 Defense Program and FY 68 Defense Budget, Statement by the Secretary
l90!’ Defense before the Armed Services Committee, 1987,
Ibid,
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Then he stated, "Now with & year and a half of combat experience in Southeast Asia, behind us,

I belicve that we have a much better understanding of our future requiremenis. . .. we have changed
our basic approach in preparing the FY 1967 Supplemcntal as wel! as the FY 1968 Budget. Suf-
ficient funds are being requested. ..."20 Pressure from the Congress and the Services to re-
duce reprogramming actions cannot be ignored as another reason for the change in policy.

c. The Scerctary of Defense was nut afrald to incur shortages as a result of his finan-
cial management policies., Before the House Appropriations Committee on 7 February 1966, he
stated that: “No matter how much we spend for defense, someone somewhere in our far flung
organization will be short somc item at any particular time, This has nothing to do wiih the
amount of funds requested and appropriated. It simpiy reflects the fact that no system.... can
be one hundred percent perfect. Mistakes in distribution or requirements calculations will be
made, and these mistakes will be reflected in an inventory shur.age, or overage, somewhere in
the system, 21

f. While fully supporting the Vietnam War effort, the Secretary of Delense was "pur-
suing our Cost Redurtion Program with renewed vigor. "22  His appraisal ~an be summarized
as follows: "By eiiminating unneeded and marginal activiiies and deferring whaiever can be
safcly deferred, | have been abie to reduce the FY 1966 Supplemental and FY 1967 Budgei re-
quests of the Services and Defense Agencies by about $15 1/2 biliion, while at the same iime
providing for all essential military requirements. "

g Benefits from these poiicies appear to be reduction in the cost of the war, tighter
requirements, funding of only essential items, avoidance of excess procurements, and suppori
for national political policy. Disadvaniages were frequent reprogramming action, turbulent
requiremenis, higher procurement cosis, and confusion. In the judgment of the Secretary of
Lelense the benefits were worth the cost.

h, This judgment was not shared by the Services' procuilement agencies. Procurement
Managemeni Review comments refleci the typical atiitude: for whaiever reasons, incremenial
funding resulted in temporary shortages of funds relaiive to compuied and projected require-
ments. These temporary shortages resulted in reprogramming action ". . .procuremeni cuts,
deferrals, and slowdowns. ., and can cost more than they save. For exampie, in one case, con-
tract modifications amounting to some $51 million of additional ~ost fall in this category. " Late
program releases, changes to approved programs ard removal and/or deferral of funds by higher
authority are adversely affecting NAVORD's procureineni effectiveness. n24

10. SUMMARY. Turbulent and changing requirements, whether due to inaccurate projections,
underfunding or whatever, were at the base of programming, budgeting and procurement prob-
lems. Ai best, requlrements were conilnuously changing esiimates io which neither the iowesi
user ievei or highest management level had a clear-cut solution under conditions of rising force
levei and deiiberaie incremental funding policies. Thus, turbulence was reflected throughout the
financial managemeni, procurement, programming, and requlremmen’s systems. This circum-
stance was wasteful of resources but ihere is no evidence that during the period 1965-68 any
major items or troop suppert was lacking in Vieinam to the extent of hurting the combai actlon
(Procurement and Productlon Monograph.) From this appralsal it may be surmlsed that the
financial management system functioned as well as possible under adverse influences in sup-
porting the procurement of major items.

0,
Ibid.

1y, 8. Congress, Senate, FY 67-71 Defense Program, Statement by the Secretary of Defense before the
Scenate Subcommittee on Defense Appropriations, 1 August 1866.

241.)Tmrtmcnt of Defenae, Procurement Management Review, June 1969,
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11, CONCLUEIONS AND OBSERVATION

a. Conclugion;. The DOD financial manigement system used to support contingency
combat operations requires no change (paragraph 10). Frequent and sudden reprogramming
actions and incremental funding have drastic, adverse effocts on the system and must be avoided
(paragraph 7). Advance notification of total funds availability and a schedule of expected release
times will facilitate proper operation of the financial system (paragraph 7). The Department of
Defense financial policy objectives should be in consonance with the military missions of the
Services for proper functioning of the system (paragraphs 9 and 10).

b. Observation, No requirement for change in the Department of Defense financial
management system for major item procurement was ident:fied,
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CHAPTER VIlI
AUDITING IN COMBAT ZCNES

1. BACKGROUND. Historicaily, audtttng has been primarily iimtted to roncombat areas. As
iate as World War II and the Korean War, auditing in the combat zones was negitgibie. However,
durtng the Vtetnam era, tradition was broken and formal in-country auditing tnstituted.

2. DISCUSSION

a. Auditing in Vietnam from 1962 to 1966 was devoted, for the most part, to major
construction contracts. These were conducted by the Naval Audit Service from 1962 to 1965, and
then by the Defense Contract Audit Agency. In the meanttme, Army and Air Force audit agenctes
were performtng extenstve audits at Pacific bases and tn the United States of acttvittes retating
to logistic support of the military effort in Vietnam. Audits conducted by the miiitary commands
tn Vtetnam were iimlted mostl{ to nonappropriated fund acttvittes such as officers’ and enlisted
men's ctubs anc open messes. | The circumstances under which the military asststance and
milttary constructton programs were and are conducted and the scope, complextty, and uniqueness
of the situatton suggested a greater than ordtnary need for a continuing plan of top management
surveillance. '

b.  Department of Defense (DOD) practtce had been to curtail norm-l audit activities in
combat areas because of the hazards involved and to minimtze the disruptton of forces cngaged
in conducting or supporting combat operations. The General Accounting Office (GAQO) suggested
to the Congress that audit coverage be expanded. Congress concurred and instructed

", . the Asslstant Secretary of Defense (Comptroller) to take whatever steps are
requtred to formulate and maintaln a propcr and coordinated audtt program of
milttary contracts and astivities in South Yletnam In areas where they will not
Interfere with combat operations or unnecessarily obstruct U. S. operations. "2

c. Accordingly, DOD Instructlon 7600. 3, 20 August 1965, was amended on 6 September
1966 to provide for an expanston of internal audits within combat thzaters:

"*G. Internal Audits Within Combat Theaters

"(1) As stated in subparagraph III. B. 1. of DOD Directive 7600. 3, all organiza-
tional components and levels of operations will be subject to independent and comprehenstve andit
review and appraisal. This applies withln combat theaters to the extent that carrying out the audit
functions will not interfere with combat operations nor obstruct United States purposes.

"(2) Upon the outbrezk of hosti)¥ies in any area or tn emergency situattons
where outbreak of hostiltii.:s appears imminent, /. gularly scheduled audtts may be temporarily
suspended by the theater commander, departmental or higher authorlty. Notiflcation of any such
suspensions will be furnlshed promptly to the Assistant Secretary of Defense (Comptroller).
However, In any area wnere thls has been done, the situation will be reviewed at least every
6 months by regponslble departmental or hiigher authortty, and normal audits will be resumed,

1U. 8. Congreas, Report by thy Comptroiier General of the United States, Survey of Internal Audits and
Inspectiona Relating to United States Activities in Victnam, Juiy 1966.

2y, 8, Congress, Hearings before a Subcommittee of the Committee on Appropriations, llouse of
Representatives, Military Construction Appropriations for 1968, Part 4. p. 492, March 20, 1963.
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after coordination with the theater commander, to the extent this can be done withcut interfering
with combat operations. Suspension of audits within a combat area for a perlod in excess of

one year must be approved by the Assistant Secretary of Defense (Comptroller). Normally,
such approval will be given only when conditions are so unstable and lines between actual com-
bat cperations and support operations are so fluid and undeflned that effectlve audlts cannot be
n:ade or the attempt to audit wouid interfere with combat operations or obstruct United States
purposes.

™(3) Audits within combat theaters wiil emphasize the adequacy and effec-
tiveness of the support furnished combat forces and the controls in being to prevent unauthorized
diversion of equipment, suppiies or other resources. Functlrns to be covered, to the extent
feasibie, include logistle functions (e, g., suppiy, procurement, malntenance, construction,
etc. ), assistance to forelgn mllitary forces, and admlnlstrative support activities. Normaliy,
no attempt wiil be made to extend audit coverage to units actually engaged in combat, unless
specifically requested by iocal or hlgher level commanders.” Simuitaneously, the GAO also
expanded lts activitles in Vletnam.

d. The varlous audit agencles quickly responded. Vletnam audit staffs were augmented.
Expanded audit programs were implemented. Audit scope was increased significantly., Additlonal
audit offices were opened. The Army Audit Agency, Air Force Auditor General, the (fflce of
the Secretary of Defense Deputy Comptroller for Internal Audit (DCTA), and the Deisnse Con-
tract Audit Agency presently have offices physically located in Vietnam. The Naval Audit
Services does not maintaln a formal cofiice. The procedure practlced by the Naval Audit Service
is to detail audltors to Victham, as necessary, on a temporary duty basis. Auditing of and
for the Marlne Corps is performed by the Naval Audit Service.

e. Numerous audits have been performed since the decislon to extend audit Involvement.
Table 11 portrays audit actlvity conducted by the Service audit agencies and the OSD for FY 65
to FY 69.

TABLE 11

AUDITS PERFORMED IN VIETNAM, ARMY, NAVY, AIR FORCE, DCIA,
FISCAL YEARS 1965 TO 1969

Agency FY 65 FY 86 FY 87 FY 88 FY 69 Subtotal
Number of Audits
Army - - 4 10 12 28
Navy - 1 5 3 8 17
Alr Force T 15 115 152 115 104
DCIA = = = 10 _s s
Total 7 16 124 175 140 452
Man-Days
Army - - 3,062 4,492 5,663 18,217
Navy - 70 1,543 155 1,978 3,744
Alr Foroe 61 250 1,257 1,782 1,423 4,780
DCIA - - - 535 870 1,405
Total 61 azn 5,862 6,971 9,932 23,146

Source: Lxita furnished by the Audit Services.
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f. Acceptance of Auditing as a Management Tool. The iull value oi auditing can be
realized only if commanders and other managers adopt auditing as an integra! tooi of good manage-
ment. This is not to say that aii audit iindings, conclusions, and recommendations must be
accepted, but that audit iindings must be considered in management decisions. Army, Navy, and
Air Force spokesmen were compiimentary oi the work accomplished in the combat areas by the
various audit agencies. They expressec¢ conviction that auditing, with some restrictions, in a
combat zone was practicai and could serve as a workable management tooi, Conversely, M=rine
Corps spokesmen, aimost without exception, expressed the ieeling that auditing had noi vet proved
to be oi vaiue in a combat zone, that the audits had not disciosed anything not already knuwn.

The team was unable to confirm or refute the Marine Corps position,

"In every instance, whether an audit was command-requested, such as ths audit
on property disposal activities, or initiated by the USAAA such as the audits of Engi-
neer, Construction and Industriai Equipment; Maintenance and Management oi Faciii-
ties in Vietnam; Materiais Handiing Equipment and the almost~cumpleted POL
audit; . . . auditors have managed to do a thoroughiy proiessionai job under most dis-
advantageous circumstances, Each and every audit has been of vaiue to this command
in impgoving our procedures and in providing more eiiective combat service sup-
pOI't. "

"General Heiser. Findings contained in Generai Accounting Oiiice reports and
prior committee presentations are indicative oi the nighiy penetrating study given to
the combat logistic system. The thoroughness and dedication evidenced in the General
Accounting Oifice reports are a tribute to the dedicated service oi their personnel and
success of their functional approach to audit work.

"Over the years, and especiaily the most recent 2 years, contacts with Generai
Accounting Oiiice’s representatives at all leveis have been most rewarding and their
suggestions concerning improvement oi operations in Southeast Asia and Armywide
have been most heipfui.

"The Army has met with General Accounting Oiiice representatives during the
course of their Southeast Asia reviews and prompt corrective action has been taken
where possible and practical. It is in the context oi this relationship that my remarks
will be directed.

*T wouid iike to add that we have had periodic meetings with the Generai Account-
ing Office so that we couid have reviews of situations with which they were familiar,
tc indicate what progress was being made as time went aiong. "4

3. CONC_USION AND RECOMMENDATION

a. Conciusion. This practice of limiting auditing, inr the most nart, to noncombat
theaters remained in effect untli 1366 when the Congress, in response to a Generai Accounting
Ofiice recommendation, instructed the Department of Defense to condust audits oi military con-
tracts and activities iz combat theaters. Thus, on 6 September 1966, the Assistant Sccretary oi
Defense (Comptrolier) revised DOD Instructiun 7600. 3 to require combat theater auditing to the
extent that performing the audit function did not interfeve with combat operations. Audits con-
ducted after 1966 have proved the feasibillty and worth of this effort.

b, Recommendation. The Board recommends that:

(FM-5) Since the feasibility and worth of auditing in combat theaters has been estab-
lished, the Services should pian to conduct similar audits in combat theaters during future
military actions (conclusion a).

3Cuu:nmrr:umnt Accounting Office ftepurt to Congresas, subject: Review of Audit and Inapection Programs con-

ducted by U.8. Agencies in Vietnam During 1966 by the Comptrolier General oi the United States, Juno 1967.
%U.8. Congresse, {fouse Committee on Government Ops rations, Forelgn Operations and Related Agencies,
before s subcommittee oi the Committee on Government Operationx, llouse of {tepresentatives, 90th Congrece,
2d session, 20 March 1947, .
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CHAPTER 1X
INDUSTRIAL FUNDS

1. BACKGROUND. Department of Defense (DOD) industrial funds finance industrial and
commercial activities on a reimbursabie basis (10 U. S.C, 2208). These activities are supporied
by orders that identify the customers' appropriations. Costs are initially financed by the
industrial fund working capital and subsequentiy billed to customers' appropriations. Industrial
fund activitles are reimbursed primarily on a progress payment basis. Government investment
as of 30 June 1970 is estimated at $378 milllon. Listed in Table 12 are the industrial funds
establlshed within the DOD and the actuai gross disbursements in FY 68,

TABLE 12

DEPARTMENT OF DEFENSE INDUSTRIAL FUNDS, GROSS EXPENDITURES, FY 68
{In Millions of Dollars)

Industrial Fund Gross Expenditure

Army $1,094,0

Navy 3,780.0

Marine Corps -

Alr Force 1,125.6

Defense 289.7
Total $6,289.3

2. DISCUSSION. The following paragraphs describe the actlvities included within each of the
Services and DOD Industrlal Funds as weil as the controi and efficiency of the management of
these funds.

a. Industrlal Funds

(1) U.S. Army. The Army Industrlal Fund is currently used to finance 30 activities
engaged In research, development, test, engineering, transportatlon and traffic management,
and limited quantity production and major overhaul of weapons, munitions; missiles, and other
military equipment.

(2) U.S. Navy. The Navy Industrial Fund flnances 9 shipyards, 37 printing Mants,
6 ordnance plaats, 7 a.ircrgt overhanl and repair faclllties, 9 public works centers, 17 research
actlvities (of which 13 were chartered under the fund beginning 1 July 196%), 10 naval weapons
facilitles and ammunition depots, 2 POLARIS missiies facilities, and the Miiitary Sea Transporta-
tion Service,

(3) U.S. Marlne Corps. The Marlne Corps Industrlai Fund, established 1 July 1968,
includes two depot maintenance actlvitles.
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{4) U.S8. Air Force. The Air Force Industrial Fund currently finances 9 printing
plants, 33 laundries, the Alaska Csmmunication Service, and the Miiitary Airlift Coinmand. Six
Air Force depot maintenance activities (5 AMAs and Newark) were placed under industrial fund
operations on 1 Juiy 1968.

(5) Defense. Thc Defense Industrial Fund finances the Defense Ciothing and Textiie
Supply Center and leased communication services procured by the Defense Commercial Communica-
tions Office.

b. Establishing a New Activity Within an Industrial Fund. Prior to the finzncing of an
activity under an industrial fund, a charter is signed by thz Secrctary or Assistant Secretary of
ti.e military department or by the Director of a Defense Agency, and sulnnitted to the Assistant
Secretary of Defense (Comptroller) (ASD (C)) for approval. The charter governs such operations
and is prepared in accordance with DOD regulations and instructions. Amendments to the charter
are proposcd by the parties to the charter, subject to the same requirements for submission and
approval as appiy to the charter. The ASD(C) may, within hls purview, reveke the charter author-
izing the financing of any activity under an industrial fund.

c¢.  Industrial Fund Uses. Industrial funds wiii be used to finance the operating costs of
major service units (industrial and commercial) that provide goods ard services to satisfy re-
quirements established by users and central management organizations within the DOD. Customers
of an industrial fund activity may be {1) operating force commands or mission units thereof, operat-
Ing agencies, commodity commands, inventory control points, weapon system or project man-
agers, or any DOD components having missions and responsibiiitics szparate from management
and opecrations of the industrial fund activity; (2) military personnel, private individuals and con-
cerns, and other Government agencies under conditions as authorized.

d. Budgetary Controls

(1) Each industrial fund activity is controlied by an operating budget developed on
the basis of:

(a) Estimated resources required to perform orders on hand and/or projected
workloads and programs after fuil coordination of the programs and budgets at every levei has
taken place

(b) Expense budgets for nonmission and tenant support

(c) Procuremant budgets for purchases of stock

(2) These budgetary controls will be designed to prevent

(a) Incurring costs in excess of amounts reimbursable for goods and services
furnished to ordering activities

{(b) The accumuiation of excess inventories of stock

{c) Incurring of iiabilities for expendltures in excess of payment capability. 4

L he Budget of the United States Government, FY 71.
Department of Defense Directive 741C. 4, Regulations Governiig Industrial Fund Operations,
320 May 1968.
Ald
fbld.
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e. Effectiveness of Policies and Procedures Applicable to Industrial Funds. Dasic
financial procedures governing industrial funds and industrially funded activities are, for the
mast part, tried and proven. The Services, commended the performance of the industrially
funded activities and the efficieni manner in which requirements generated by the conflict in
Vietnam were met. However, problems were experienced.

f. Civilian Manpower Ceilings. One issue of perennial concern to industrially funded
activities is that of civilian manpower ceilings. The President and the Congress both recognize
the need for adequate staffing. At the same time hiring restrictions are imposed to preclude
waste of the tax dollar owing to overstaffing or other inefficiencies. National policy has been to
restrict the military services from doii:g work that should be assigned to private industry. Thus,
the overall goal of the President aad the Congress has been to maintain employment at a level
consistent with the best national interest.

(1) Accordingly, continuing manpower limitations have been imposed by the
Congress, the President (through the Bureau of the Budget (BOB)), and the Secretary of Defense.
The most recent congressional limitation was the Revenue and Expenditure Control Act of 1968. 5
This act imposed certain hiring restrictions on U. 8. Government employment (including indus-
trially funded activities) in order to reduce the number of permanent full-time employees. Sub-
sequently, about one-third of the employment was exempted leaving the rémaining restriction in
effect through July 1969.

(2) On a more regular basis, civilian personnel limitaticn, by Service, are allo-
cated by the Secreiary of Defense as a part of the review of Service operating budgets. These
ceilings are the priuie divisions of the total civilian manpower authorization for the DOD estab-
lished by the BOB.

(3) Civilian manpower ceilings assigned to each Service and Defense Agency by the
Cffice of the Secretary of Defense (OSD) are developed on the building-block concept. Manpower
requirements for industrially funded activities are inserted in one of the blocks. The actual allo-
cations to each Service and Defense Agency is a lump sum without functional or activity limita-
tions. However, OSD generally applies at least some rather firm guidelines, which, in effect,
become consiralnts, During the year, the Services review their manpower allocations {as part
of their cost effectiveness analyses) to determine where excesses and shortages exist. Once
identified they affect necessary adjustments and cover shortages from within the current alloca-
tion, when feasible. When not feasible, several alternatives are considered. Among these are

the following:

(a) Obtain greater utilization of available manpower through higher pro-
ductivity during regular working hours and/or overtime.

(b)  Utilize temporary hiring authority. Maapower ceilings cannot be exceeded
as of 30 June; heever, OSD does permit some variations during the year,

(¢c) Obtaln additional spaces fron: OSD.
(d) Utilize commercial contractors.
(¢) Some combination of the above,
(4) Despite these alternatives with their built-in flexibility and OSD manpower
ceilings developed to provide necessary but not excessive limitations, numerous problems are

constantly encountered. This led the OSD (I&L) Logistics Manpower Planning Task Force to con-
clude that ceillngs should be removed from industrially funded activities. The Task Force felt

5u,s. Congress, House, Revenue and Expenditure Control Act of 1968, Public La: %0-364, 90th
Congress, id session, HR 15414, 28 June 1968,
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that other buiit-in controls preclude overhiring of civilians at industrially funded activities.
Their report states in part as follows:

"A government-operated industriai actlvity under the industrial fund working
capital system iike its private industry counterpart is dependent upon a customer
with a funded, approved requirement for its income. It must adjust its work force,
both by skills and number, to produce the custoraer’s requirement on time. It re-
ceives progress payments to cover costs incurred for labor, materiel, and overhead
while the customer’s work is Iln process. It receives the balance of payment due
upon completion of the Service. No motivation exists for overhiring. While the
government industriai activity attempts to distribute orders to minimize employment
fluctuations, no funds exist selely to pay for excess employment levels. The in-
dustrial activity manager is motivated to secure additlonal work for his workforce
or to reduce his workforce by furlough, attrition, or reductions-in-force to avoid
loss of working capital by unreimbursable labor costs. A Government industrial
activity is controlled by the size of its approved funded workload, departmentai
monitoring of overhead rate and assignment of working capital, and internai auditing
of its operations. A civilian celling control, in addition to these other controls, is
redundant.

"Over and above physical liinitatlons such as the area available for productive
labor and installed equljment, Industriaily Funded Activitles are subject to three
controls;

--Fuading ievels in programs which purchase their output.

--Civilian personnel ilmitations.

--Authority to spend purchaslng program funds for overtime labor."

These controis are exercised as follows:

“a. Funding levels for purchasing programs are established by the Congress;
although the major reductions in funding levels are generally made during the OSD/
Bureau of the Budget review of Service estimates prtor to their transmilttai to the
Congress as sections of the President's Budget. During this reriew, reductions are
made not only on the basis of cutting non-essentlai program requirements but also
through across-the-board reuactions predicated on productlvity ‘ncreases, the
relationship of man years on payroll to the authorized levei of «ivilian empioyment,
and on average grade levei of civiiian employees. Changes to program funding
levels appioved by the Congress are often made during the apportionment process or
during the OSD/Bureau of the Budget review of the next fiscai year's estlrates.
Additionally, reprogramming actions may increase or decrease program funding
levels at any time during the flscal year.

"The net effect of the above is that purchasing program funding leveis are
closely reviswed and controlled from nine months before the flscal year begins until
it ends, with Service program managers having a very limited ability to change these
levels without the approval of OSD.

"b. Clviiian personnel limitations, by Service, are established by OSD as a
part of the review > Service budget estimates. These ceilings are the prime
divisions of the totai civilian manpower authorization for the Department i Defense
established by the Bureau of the Budget. They are not speclfically authorized by the
Congress. However, through restrtctive language in iegislation or Committee re-
ports, civilian manpnwer estimates may be denied, limlted or reduced. Additionally,
through Acts, suck as Public Law 90-364 (Revenue and Expenditure Control Act of
1968) which in section 201 reduced the civillan ceiling in the Executive Department
to the level of 30 June 1566, sweeping reductions In clvilian manpower may be
directed.

"Within the clvillan manpower authortzation granted to a Service, there is
ostensibly a high degree of flexibility; however, due to Civii Service regulatlons
regarding terms of employment, the need to maintain balanced support to all pro-
grams, etc., this flexibility is sharply limited. The general ruie is that program
dollars available for payroll exceed the payrali of the labor force potentlal within the
manpower authorization.
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"¢. Each Service is iimiied by OSD in its ability to spend appropriated funds
for overtime work. This iimitation is expressed in terms of millions of program
doilars which can be spent for civiiian payroil of weekends, holidays, or in excess
of the normal eight hour day. It does noi reiatc to the differential between a reguiar
rate of pay and the overtime or holiday rate, but to the iotal pay earned under over-
time or holiday conditions. it does not affect ihe ievei of program funding.

"An exampie of the probiems incident to these tripie controls may be drawn
from the Naval Air Rework Faciiities during Fiscal Year 1968.

"These industrialiy funded activities, six in number, exist for the sole
purpose of depot ievel repair and modification of Navy and Marine Corps aircraft,
aircraft engines and aircraft components. They are funded almost exciusiveiy by
two programs: (1) The Aircraft, Engine and Comrponent Rework Program in the
Operations and Maintcnance, Navy appropriation, (2) the Aircrafi Modification
Program in fhe Procurement of Aircraft and Missiies, Navy appropriation. An
insignificant amount of reimbursabie work is done for the Army, Air Force, Coast
Guard and Federal Aviation Authority.

"Accompiishment o these programs as requested for Fiscal Year 1968 wouid
have required an empioyment ievel of 36, 154, working an 8. 4% overtime for the
year. Actual on board strength, as of 30 June 1967 was 35,794. 32,3577 civiiian
empioyees were approved for ihe Rework Faciliiies for Fiscal Year 1968. This
levei of employment wouid have required an average overtime rate of 14. 9% in
order to mcet program requirements. An overtime rate of 14. 9% could not be
accommodated with ihe total Navy overtime limitation for Fiscal 1968 which had
been heid to the same ievei, in doilars, as Fiscal 1967.

"Through a major effort, an addiiional 3, 577 civilian ceiiing points were
redistributed by Navy to the Rework Faciliiies, at the expense of other activities
and programs. Additionally, a 'humping' of the work force in the Rework Faciliiies
was authorized through the use of temporary employees during the middie of the
fiscal year. As aresuit of these expediencies, program accompiishment was
assured, based on an 8. 5% overtime rate, recognizing ihat we would probably ex-
ceed the overtlme iimitation imposed for the year.

"in {ate January 1968, the Depariment of Navy was faced with an immudiate
requirement io increase both the number of deployed aircraft and the tempo of air
operaiions due to ihe TET offensive in Vietnam and the Pueblo incident. in suppori
of these requiremenis, suppiemental funding was requesied for the Rework Program;
however, they were not authorized any additional civiiian employees. No additional
civilian manpower authorization could be diverted to the Rework Facilities. There-
fore, ihe iemporary use of maximum susiained overtime was authorized, in our
cstimate about 22%, without regard to the certainty of cxceeding the overtime
limiiation. At the same time, 31 January 1968, action was begun to have the over-
lime limitation increased to cover the deveioping deficit. This action was successful,
although not approved until 15 March 1968. At the end of the fiscal year the pro-
gram had been accomplished without exceeding civiiian manpower authorizations or
overiime limiiations, Actual overtime utiiization rate for the Rework Faciiities
was 10. 7% for Fiscal 1968.

"The basic observation is that Industrialiy Funded Activiiies are over con-
trolled. Indusirially Funded Activities are designed lo operate as ciosely paralici
to private enterprises as possible. Therefore, it appears that the primary controi
ls and should be the funded levels of purchasing the programs. Workforce limita-
tions are artificial constraints, while the overtlme iimitation which works directly
counier to workforce iimitation is even more artificial.

"The basic proposal was that Industrially funded Activities be exemptcd from
voth »mploymeni level and overtime limitations.

"There was partlal nonconcurrence. Unless manpower ceilings were (o be
removed from all managed areas, removal from one only resuits in an unbalanced
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wuorkforce, Because of variation in depot funding some manpower iimitations must
be maintained on the industrial activity to assure that the maintenance program
can be supported. The recommendation could be supported if il activities of the

depot activity were industrially funded. "6

(5)  An indicntion of congressional interest in this matter was shown in a ietter to
the BOB from Representative David N. Henderson. Representative Henderson stated, in part:

"As I previousiy indicated to you, the Subcommittee has numerous exampies
of the increase in labor costs resulting from restricted Civil Service ceilings. We
find there is a iack of balance in the controif over money and personnei. You allocate
the money to do the job but restrict the Civii Service spaces, forcing the departments
and agencies to resort to excessive overtime or more costiy use of Military or
Contractor personnei. May I point up two recent cases in which the Subcommittee
piayed a prominent roie, iargely because we were on the scene.

"Al the Defense Department's Military Ocean Terminal, Bayonne, New Jersey
in Aprii 1968, Civii Service employees requested Subcommittee assistance. Some
210 career Government employees were to be repiaced by Contractor-furnished
personnei. The cause was a iack of Government Civiiian spaces. However, it was
determined that the use of contractor personnei would increase the Terminal iabor
costs by $1. 7 miilion over the Civil Service costs. When the situation was brought
to the attention of the Secretary of Defense the probiem was soived. Apparently,
the Bureau of Budget - Department of Defenge procedure was indifferent to an in-
house operatiorn.

"Early this year we found hundreds of empioyees working many hours overtime,
week after week at the North Isiand Naval Air Station, California, This Naval facility
is operating on an industrial-fund basis. It has the money, including doliars for
iabor, to repair aircraft but no civilian spaces to hire availabie iocal people,
Empioyees are working 50 and 55 hour work weeks. This simply means we pay
Jremium rates for declining productivity; whereas, additional spaces would provide
additional peopie at regular pay.

"This probiem as far as I know, still exists at North Isiand, despite our stoff,
back in January, briefing Department of the Navy officials. We suspect many mcre
cases, such as the above two, and we have simiiar reports from the General Ac-
counting Office. These probiems are found at the local activity level. But, It is

becoming increasingly apparent the lines of communication are not cpen to top
oificials, either in the Department of Defense or in the Bureau of the Budget. "7

This does not represent the views of the entire Congress, as evideuced by the Revenue and
Experditure Controi Act of 1968, previously dlscussed. However, it does pregent one side of

the controversy.

(6) To accomplish the programs assigned to the various Industilally funded
activities, a proper balance between program dollars and manpower allocations ig imperative.
The clted examples, by the Manpower Logistics Poilcy Board and Representative Henderson,
describe actual instances of something less than an acceptabie balance. Some portion of the
kinds of problems clted could possibly have been averted through improved management at the
industrialiy funded activity 'evel. However, a closer correlation between program dollars
and manpower spaces on the part of OSD and/or the Services would have a much greater effect
on probiems created by manpower ceflings that are beyond the control of the industrially funded

activities.

Gornco of the Assistant Secretary of Defense (I&L), Report of the Long Range Statistics Manpower Policy

Roard. February 1969,
7Rr.‘p. Davia N. ilenderson, Chairman, ilouse Subcommittce on Manpower and Civil Service of the Committee

on Post Office and Civil Service, Letter, 9 October 1969.
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{7) Commercial contracting is an alternative method cmployed to meet selccted
production requirements. This normally gets a specific job done. No cost comparisons were
attempted bctween commercial contracting and industrial fund production. This is an extremely
complex area requiring intense separate research. The question of the extent to which the U. S,
Goverpment should contract work commercially as opposed to utilizing industrial fund activities
is beyond the =cope of the study and will not be treated.

{8} At the direction of BOB, OSD !s in the process of =stablishing a manpower
space pool controlled centrally by OSD. The purpose of the pool will be to provide spaces
when a DOD agency determines it is more cost effective to utilize in-housc iacilities to per-
form an entire function on an installation (such as motor overhaui, janitorial scrvices, and
foed handling), rather than commercial contracting. The rcverse will be true if commercial
contracting is dctermined more advantageous. Doilar and manpower allocations will be ad~
justed accordingly. The procedurc will not overcome the problems previously described
because it relates to the conversion of entire activities and docs not provide additional manpower
spaces for regularly performed functions. 8

g. Funding

(1) Capitalization of the Department of Defensc Industrial Funds is accomplished
through appropriations by the Congress made specifically for that purpose. Once the funds
are approprlated, however, Congress has expressed the following intent:

"Sec. 538. (a) Durlng the current fiscal year, cash balances in working
capital funds of the Department of Defense established pursuant to Section 2208
of title 10, United States Code, may be maintained in only such amounts as are
necessary at any time for cash disbursements to be made from such funds: Pro-
vided, that transfers may be made between such funds in such amouuts as may be
determlngd by the Secretary of Defense, with the approval of the Bureau of the
Budget. "

(2) The Secretary of Defense has shown a reluctance to increase capitallzation
of the industrial funds; rather, the trend has been in the reverse., The OSD felt that inltlal
capitallzation at the inception of industrial funding "was in excess of actual needs after the
initial shakedown period and the programs became more definitized. For example, Navy
capltalizatlon was decreased from $480, 090,000 In FY 59 to a current balance of $185, 769, 000.
In FY 64 the ASD(C) amended the financing policy of industrial fund activitles by institwing
the rcqulrement of prepayments on customer orders over $25,000. This was nccessary to
counterbalance the budgetary declslons transferring industrial fund cash to other appropriation
accounts. After several years experience under prepayment flnancing, shortcouungs were
recognlzed in the efficient management of many Industrial fund activities owing to high cash
balances generated through adrances. As a result, ASD{C) reversed its policy as of 31 May
1968 and required that all unllquidaied customer advances be refunded and all work thereafter
was to be flnanced by progress promenis. Thls policy is in effect today.

(3) The OSD strlves to keep capitallzation to a bare minlmum consistent with good
management, Thls results in a constant challenge to each of the industrlally funded actlvitics
to remaiu solvent. Thls requires prompt billing and collection procedurcs to provide sufficicnt
cash to satisfy current payables. Bllllngs are on a progress payment basis. The Army, Air
Force, Marlne Corps, and Defensc Industrlal funds arc able to functlon within thelr approved
capitalizatlons, The Navy, for several reasons (including the establlshment of industrial funds
at 13 research activitles and the expansion of several others without an Ilncrcasc in capitilization)

8Bume:m of the Budget, Circular No. A-64, Transmittai Memorandum No. 1, subject: Position Manage-
ment Systeins and Employment Ceilings, 2 January 1970 -

U.S. Congress, House, Public Law 90-580, 90th Congress, 1st session, HR 18707, 17 Oclober 1968.
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has been unable to operatc within their basic capitalization. The OSD recognized the probiem
and granted interim financing of $171, 000, 000 by way of seiective advances from customers.
This authority is for FY 69 and FY 70 and does provide adequate funding on an interim basis, 10

3. CONCLUSiONS AND RECOMMENDATIONS

A, Conciusions

(1) The addition of civiiian ceiiings in industrially funded activities adversely
affect management, especially in those activities subject to wide variations in workload. Ex-
clusion of thesc activitics froni personnei ceiiings is desirable, since experience has indlcated
that the administration of ceiiings has not been sufficiently fiexlbie to permit timeiy adjust-
ments of personnei staffing when needed. Should overriding considerations preciude the
exciusion of ali personnel in industrially funded activities from ceilings, at least the wage
board employees who are utilized in the type of work where fluctuations in requirements are
relatively greater than in other areas of work should be excluded.

{2) Capitaiization of Department of Defense industrial fund is held to a minimum,
however, it has been adequate.

b, Recommendation. The Board recommends that:

(FM-6) The Secretary of Defense request the Director, Bureau of the Budget, to exclude
wage board empioyees of industrialiy funded activities from manpower ceiiings and to permit
employment ieveis to fluctuate with workload and availabie funding of those activities (con-

clusion (1)).

mDepariment of Defense, Secretary of the Navy, Industrial Fund Management Report, 1 February 1869.
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CHAPTER X
MILITARY ASSISTANCE PROGRAM

1. BACKGROUND

a. During the past three decades the United States .:+s continuously provided military
asgsistance to numerous nations throughout the world. During World War II, almost unliinited
support with few financial constraints was furnished the allied forces, The Korean War iound
the United States generously supporting South Korea while simultaneously, but to a lesser
extent, rendering support to other nations. Between the Korean and Vietnam eras, the United
States continued its foreign aid programs. Ar the years passed, military assistance requests
received an ever-iucreasing scrutiny by botis ti.e Congress and each succeeding President.

They sought to provide needed support but within safe and realistic ecoromic bounds as financial
and other constraints became more stringent. Program management techniques, in the form

of planning, programming, budgeting, and acccunting procedures, were refined and strengthened
to provide the visibility needed by the Congress and the President. Thus, by 1965, the beginning
of the buildup in Vietnar1, Military Assistance Program (MAP) funding procedures and con-
straints were comprehensive and well defined.

b. A number of Iree world countries have assisted the South Vietnamese during the
Vietnam conflict. Australia and New Zealand have borne the financial cests of their partici-
pation. However, financial support of the bulk of free world forces (Korea, Philipplnes, Laos,
and Thailand) has been borne largely by the United States.

2. MILITARY ASSISTANCE PROGRAM

a. Until 1966, funding for Vietnam was provided through normal MAP procedures
prescribed in the Standard Department of Defense (DOD) Military Assistance Manual. These
procedures worked well during periods of deterrence and initial resistance to aggression.
The Congress, however, ackncwledged the possibility of a rapid shift in the requirements for
military assistance and provided the President considerable flexibility:

", .. to furnish military assistance cn such terms and conditions as he may
determine, to any friendly country or international organization the assisting
of which the President finds will strengthen the security of the United States
and promote world peace ..."1

This authority has remained essentlally the same. Mozeover, military assistance appropriations
are not by country; rather, with certain limitations, they are available for apportionment by the
President as he sees fit.

k. Congress also authorized the President additional obligational authority under MAP
with a $300, 000, 000 limitation:

"Sec. 510. Special Authority

"During the fiscal year 1962, the President may, if he determines it to be
vital to the security of the United States, order defense articles from the stocks
of the Department of Defense and defense services for the purposes of Part 1,
subject to subsequent reimbursement therefor from subsequent appropriations

1
U.8. Congross, House, Forelmm Assistance Act of 1961, Public Law 87-195, B7th Congress, 2d session,
1861, § 1983.
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avitilable for military assistance. The value of such orders under this subsection

in the fiseal year 1962 shall not exceed $300, 000, 000, Prompt notice of action taken
under this subsection shall be given to the Committees on Foreign Relations, Appro-
pridtions, and Armed Services of the Senate and the Speaker of the House of Repre-
sentatives,

"The Depurtment of Defense is authorized to incus, in applicable appropriatlons,
obltgations in anticipation of reimbursements in amounts #quivalent to the value of
such vrders under subsection () of this section.  Apprepriations to the President of
such sums as may be uecessitry to reimburse the applicable appropriation, fund or
account for such orders are hereby authorized. "2

(1)  Both of the cited authorizations have remained essentiaily unchanged

during the period of the Vietnam conflict.

c. Three of the countries involved in the vietnam conflict have received MAP grant
aid. See Table 13.
TABLE {3

MILITARY ASSISTANCE PROGRAM DELIVERIES

{Millions of Dollars)

Frsceal Year ﬂxilippines Hﬂlﬂ!}l Vietnam

1950- 1963 $265.4 §415.0 $846.5
t964 to.7 52.7 t85.2
1965 18,2 36.4 274.7
19¢6 26.0 40.8 170. 0
t967 21.9 4.9 -
1968 29.1 - -
1‘969l - - -—

Total $370. 4 $589. 8 $1,476.4

fro MAP grant-aid funds were allocated to Thailand, Laos, or Vietnam In FY 69,

2“cprescnts that portion of the FY 66 program expended through 25 March 1966, the date
whun the unexpended portlon was transferred to the Service appropriations. 3

Office of the Asajstance Secretary of Defense (Interrational Security Affairs), Military
Assistance Facts, May 1969, '

Source:

]
3
U. 8. Congress, ffouse, Supplemental Appropriations Act, 1966 Publfc Law 89-274, 39th Congreas,

2d session, March 25, 1966,
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d. Military assistance appropriations have gradually decreased during recent years.
The Congress and the public have shown increased reluctance to approve large MAPs, since
funds earmarhed for foreign aid generally decrease fund availability for pressing domestic
programs. As a result, MAP appropriations {even with intra-appropriation flcxibility) are too
small to accommodate large unanticipated requiremerts generated by Vietnam-type conflicts
without depleting available MAP funds and causing extensive reprogramming and deferrals in
ordering materiel to the detriment of all the other grant-aid countries. The MAP procedures
that worked so well during periods of military calm are comparatively siow and cumbersome
for the rapid approval and procurement actions necessary during an active military conflict.
The unpredictability of consumption, enewmny damage to equipment, supplies, buiidings, and
rapid force buildup or contraction impact directly on funding requirements and fund avaiiability.
Rapid funding, coupled with the funding flexibility that will permit adequate procurement
responsiveness during a military conflict, is absolutely imperative to cperational success.

3. MILITARY ASSISTANCE SERVICE FUNDED

a. As the tempo of the conflict increased and simultaneously became more rosily, the
Secretary of Defense concluded that MAP funding was rapidly becoming impractical. On
8 March 1966, the Secretary stated:

"There is one important change ir the coverage of the Defense program and
budget this year which deserves partivular mention. We have included in both the
FY 1966 supple mentals and the FY 1967 budgets of the niilitary departments the
requirements for the support of the South Vietnamese Armed Forces and other Free
World Military Assistance forces engaged in that country. These requirements
have hevetoiore been financed in the Military Assistance Program. However,
now tha! large U.S. forces and other Free World Military Assistance forces
(e.g., Korean) have joined in the defense of South Vieinam, the malntenance of
separate financial and logistic systems for U.S. and Military Assistance forces
is proving to be entirely too cumbersome, time-consuming and inefficient. The
same problem was encountered at the outset of the Korean War. It was solved,
then, by programming, budgeting and funding for all requirements under 'military
functions' appropriations and providing a consolidated financial and supply system
for the support of U.S., Korean, and other {riendly forces engaged in that effort.
This arrangement gave the field commanders maximum fiexibility in the allocation
of available rescurces and improved the support of forces employed.

""We are proposing essentially the same solution for the prohlems now
being encountered in South Vietnam. By shifting responsibility and funding to
the military departments, we will be able to achieve:

"Increased efficlency resulting from the elimination of parallel supply
pipelines to Vietnam and stockages of materiel within Vietnam; the consolidation
of programming, budgeting, and funding for materiel and services required by U. S.
and Military Ascistance forces; and the elimination of detailed accounting and re-
porting for materiel and services furnished to Military Assistance forces.

"Increased supply effectiveness resulting from greater-flexibllity in the
use of materiel resources avallable to the theater commander. "4

b, An additlonal inducement to convert to Military Assistance Service Funded (MASF)
was expressed by the Secretary of Defense on 20 March 1967:

... changes in the overall situation in South Vietnam resulted in increased
nilitary operdtlons and large increases in requirements. This was 2 burden on
military assistance program resources intended for other MAP countries. A
portion of the incrensed requlrements for MAP supported forces in South Vietnam

‘U. 5. Lrogress, House, Defense Budget, FY 1967, Statement by the Secretary of Defense before The
Armed Seivices Committes, 8 March 1966.
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had to be financed by reducing grant programs for other important countries of the
free world. The shrinkage in -nilitary assistance program resources available for
other counlrles led to extensive reprogramming and to deferrals in the ordering of
materiai for these countries.

"As a result of congressional approval last year, the requirements of the
South Vietnamese-Armed Forces and other free world forces in Vietnam have been
included in the regular defense budgets, thus permitting more timely ordering of
material to meet other milltary assistance program requlrements. We are capable
of continuing to give the highest priority to forces in Vietnam and at the same time
meeting military assislance progrum requirements. "5

c. The proposed change was approved by the Congress in March 1866 and included in
the Supplen.catal Defense Appropriztion Act, FY 46,

"Sec. 102 (1) Appropriations available to the Department of Defense during
the fiscal year 1966 shall be available for their stated purposes to support Viet-
namese and other Free World Forces in Vietnam and for related costs on such
ternis and conditions as the Secretary of Defense may determine: Provided, that
unexpended balances, as determined by the Secretary of Defense, of funds hereto-
fore allocated or transferred by the President to the Secretary of Defense for
military assistance to support Vletnamese and other Free World Forces In
Vietnam shall be transferred to any appropriation avallable to the Department of
Defense for military functlons (including construction) to be merged with and
to be available for the same puxépose and for the same time period as the appro-
priation to which transferred."

d. That portion of the regular Scrvice Ludgets approved for use In support of Military
Operations in the Republic of Vietnam (RVN) Is referred to as MASF, At {irst, this included
only the Armed Services of the Republic of Vietnari (RVNAF) and Free World Military
Assistance Forces (FWMAF) serving in Viemmam. In FY 68, funding in support of local
forces in Laos and Thailand was also transferred from MAP to the defense budget as MASF. T
Each year since then funding of RVNAF and FWMAF in Vietnam, as well as support of local
forces in Laos and Thailand, has been lucluded in the regular DOD budgets.

e. Since MASF (begun in March 1966) is an integral part of regular DOD funding,
budgeting and accounting for MASF are accomplished as a part of and in accordance wlth
policies and procedures applicable to the regular Service budgets. However, planning and
programming continue to follow procedures generaily in accordance with instructions appll-
cable for regular MAPs as supplemented by Instructions of the military departments and
Commander in Chief, Paciflc (CINCPAC), component commands.B Thus, neither develop-
ment of unique procedures nor significant additlonal workload was incurred withln the DOD

as a result of the conversion.

5l.‘. S. Congress, llouse, Committee on Appropriations, Forelgn Operations and Related Agencies,
Hearings before a subcommittee of the Committee on Appropriations, House of Representatives,
90th Congress, 1st scsslon, 20 March 1967,

by, s. Congress, llouse, Department of Defense Appropristion Act 1861, Public Law 89-374, 85th
Congress, 1st sesslon, 1967.

7U.5. Coneress, House, Department of Defense Appropriation Act 1968, Public Law 80-88, 90th
Congress, ist sesslon, 1967,

g’rhc Forelgn Assistance Program — Annual Repr.rt to the Congress, FY 66, January 1868,
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f, Supplemental Appropriations. Another action by the Congress to render adequate
financiai support to the Vie‘nam conilict has been that of approving supplemental appropriation
requests by the President. Here again, the Congress recognized the difficulty inherent in
accurately forecasting financial requirements in SE Asia for an entire fiscal year. In view of
this, the regular appropriation acts were based on the best projections available when the budgets
were developed, as amended by the Congress. However, during the latter part of the fiscal
year, as projections for the year became more reliable, the President submitted a request for
supplemental appropriations for FY 65 to FY 69 to cover anticipated deficiencies. Congress
complied by approving whai appeared to be a reasonable amount. Thes~ supplezmental appro-
priation acts not only covered requirements of U.S. forces but al<o those of the Vietnamese and
other free world forces (funded by the United States) by augmenting MASF authorizations. (For
further discussion of Suppiemental Appropriations, see Chapter 111.)

g. Exemption From Apportionment. Congress, long ago recognizing the need for
providing fuil authority to the President to obligate funds as neeessary in the interests of national
defense and for a number of years prior to and since the Vietnam conilict began, has provided
this authority.

“"Sec. 612. During the current fiscai year, the President may exempt appro-
priations, funds, and contract authorizations, available for military functions under
the Department of Defense, from the provisions of subsection (c) of section 3679 of
th: Revised statutes, as amended, whenever he deems such aetion to be neeessary
in the interests of uational defense.

"Upon determination Ly the President that such action is necessary, the
Secretary of Defense is authorized to provide for the cost of an‘airborne aiert as
an expected expense in accordance with the provisions of Revised Statutes 3732
(41 U.8.C. 11).

"Upon determination by the President that it is necessary to inerease the
number of military personnel on active duty beyond the number for which funds are
provided in this Act, the Secretary of Defense is authorized to provide for the cost
of such increased military personnel, as an excepted expense in accordance with
the provislons of Revised Statutes 3732 (41 U.%.C. 11)."9

The above authority is granted to the President for all repular DOD appropriations.
Not only does it cover support oi U.S. forces, but it includes MASF (available for support of
Vletnamese and other free world forces in Vietnam and local forees in Laos and Thailand).

h. Budget Flexibility. As previously noted, Congress has authorized the rresident to
exceed annual MAP appropriated amounts by up to $300,000,000. This permits the Unlted
States to support other nations in a short-term or low-intensity conflict. The combining of bud-
gets covering MASF costs, with the DOD Service budgets, coupled with a waiver of obligatlonal
limitatlons—if this is considered to be in the national interest—permits the funding flexibillty
neeessary in a long-term high-intensity confiict. Amounts included in the Service budgets for
South Vletnam, each of the funded iree world ~ountries, and U.S. forees, are not hard and fast,
In and of themseives. Considerable flexibllity is authorized in shifting funds within indlvidual
DOD appronriations—particuiarly the operations and maintenance appropriations. This permits
reprogramming neeessary to provide adequate support to ail friendiy forces. Since precise
budget program accuracy In most combat environments is extremely difficult, if not impessible
to achieve, intra-appropriation flexibility ias been an extremcly desirable, if not essential,
authority.

i. Adequacy of MASF Fuading Support. All of the Services reported that adequaie
funding was provided to the MASF program. They did indicate, however, that providing tiis
support dld have an adverse effect on other programs.

9U. §. Congress, House, Department of Defense Appropriation Act, 1966 Public Law £9-213, 39th Congress,
18t session, September 1965, 11, R, 9221.
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4. CONCLUSIONS AND OBSERVATION

a.  Conclusions

(1) Military Assistance Program funding procedures in Suutheast Asia worked
satisfactorily prior to escalation of the Vietnam conflict. As the tactical situation changed and
the South Vietnamese forces required a higher level of logistics support, it became apparent
that funding under Military Assistance Program procedures was too cumbersome to provide
necessary flexibility and responsiveness. To overcome this limitation, the Congress, pursuant
to a proposal by the Secretary of Defense, enacted legislation combining foreign military assis-
tance funding with the regular Service budgets. The resultant procedures are referred to as
Military Assistance Service Funded.

(2) Military Asgsistance Service Funded procedures permitted the flexibility
necessary to provide adequate logistic support, generally when and where needed, but within
the framework of a controlled funding system.

b. Observation. Military Assistance Program funding procedures are satisfactory

for peacetime military assistance. They were designed for this purpose—not to support an
Allied force in a high-intensity, prolonged conflict such as Vietnam.

100




Iﬁ
¢
i

CHAPTER Xi
SUMMARY

1. OVERVIEW

a. In addressing the subject of financial management, the study effort was focused on
an examination of the Planning, Programming, and Budgeting System (PPBS), and the three
classifications of funds: operating expense funds, working capital funds, and investment funds.
In addition, the three special financial supporting functions of auditing in the combat zone,
industrial-funded activities, and Military Assistance Programs (MAPs} were reviewed.

b. Flnancial management techniques and procedures did not change significantly during
the period 1965 to 1970 as a result of the Vietnham conflict. Certain minor modifications in pro-
cedures were made within each Service to meet changing conditions and the particular require-
ments of the individual Service mission, location, and environment.

c. The PPBS is the basic financial management vehicle by which the Services obtain
resources to support assigned missions. This sysiem was implemented in the early 1960's and
remained essentially the same until January 1970 when certain modifications were made to im-
prove the system and provide the military departments with timely and realistic guidance. The
impact of these changes cannot be evaluzted until completion of the FY 72 defense budget cycle.

d. Experience during the Vietnam era has indicated that the PPBS provided a sound
basis for the effective financial management of the Department of Defense programs. The sys-
tem, however, did not function without difficulties that reflected policies of tight centralized
control. The war has been financed on an incremental basis by submitting supplemental re-
quests to meet escalating logistic requirements not programmed In the reguiar znnual defense
budget. These pollcies created considerable program instability ior the military departments
In the management of all appropriations. The turbulence was particularly troublesome in the
procurement of major items of equipment. As a result of program instability, the following
expeditlng procedures were required to obtain funds on a timely basis: (1) exemptions from
apportionment, (2) critical ltem procedures, (3) Emergency Defense Fund and Transfer Author-
lty, and (4) reprogramming actions. Although these flnancial procedures did in general provide
an acceptable degree of budget flexibillty to meet funding requirements for Southeast Asia, pro-
gram managers were hard-pressed to process the many complex and time-consuming program
changes required to make adjustments to Service programs. This experience demonstrated
that program managers In the Services must receive timely and stable guidance to permit them
to manage their programs in a more efficient and orderly manner.

e.  Wlde variatlons existed in how the Services used thelr accounting and financial man-
agemen! systems assoclated with the Operation and Malntenance (O&M) appropriation supporting
Vietrar: combat operations. One common feature in the lnitial buildup stage was the perform-
ance of formal appropriatlon accounting at a locatinn outside Vietnam. The Army, Navy, and
Marlne Corps still have this common feature. Howecver, the Air Force lnitiated In-country ac-
counting for O&M funds supporting combat operatlons as soon as an adequate flnancial manage-
ment capability was established In Vietnam early in 1966. The Navy and Marine Corps had O&M
accountlng systems for inventories that had been purchased from the stock fund and continued
thls statlstlcal accounting upon deployment of unlts to Vietnam with only mlnor adminlstrative
adjustments. On the other hand, because of the lack of trained nersonnel and adequate computer
support, the Army dld not elect to {lnancially account ln-country for Inventorles until 1969 when
a gystem of flnanclal inventory accountlng was established for depots. Despite these differences,
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ali of the Services recognized the need for {inancial information to properiy manage and justify
resources needed to accomplish their assigned combat mission.

fe Each Service made independert decisions based on experience or poiicy on whether
to finance in-country inventories supporting combat operations with stock fund or O&M funds.
The Army and Marine Corps elected not to extend the stock fund to Vietnam. They considered
the financial inventory accounting requirement and other management restraints associated
with a stock fund operation too burdensome in a combat environment. The Navy continued its
normal empioyment of stock fund in logistic support ships. It alsc elected to establish a stock
fund operation at the Naval Support Activity, Da Nang, when assigned common supply responsi-
bilities for I Corps Tactical Zone. The Air Force, whose policy had been to exclude stock
fund operations from combat areas, elected to extend stock fund operations in Vieinam and
Thailand when Project Priority Improved Management Effort (PRIME) required this procedure
eisewhere. The reason for this decision was to maintain a standard base supply operation at
all U.S. Air Force bases.

g. Prior to 1965, it had been the Department of Defense policy to iimit auditing activi-
ties cutside the continental United States to noncombat areas. In June 1966, the General Ac-
counting Office suggested to the Congress thit audit coverage be expanded to cover military
contracts and activities in South Vietnam. Based on this suggestion, the Congress instructed
the Secretary of Defense to initiate action to increase audit coverage of those financial areas
and organizations associated with the combat effort in South Vietnam. Subsequent audits proved
to be a useful management tooi for combat commanders. They provided data to be used as a
basgis for identifying and organizing procedural improvements. In the conduct of audits, how-
ever, care had to be exercised to ensure that there was nc interference with combat operations
and the effective support of these operations.

h. Industrial funds were managed in accordance with routine Department of Defense
procedures. A few problems arose where there was insufficlent flexibility in manpower ceil-
ings to meet the changing workloads that occurred during the transition to escalating iogistic
requirements.

i. Military assistance to allied forces had been provided by the United Staies for the
past three decades. Before the Vietnam confiict intensified, MAP procedures were weil estab-
iished and functioning efficienily. As the conflict intensified, MAP procedures proved to be im-
practical, cumbersome, and insufficientiy responsive for the unique combat environment that
was developing in SE Asia, As a result, military asgsistance funding procedures were realigned
to coincide with those of the miiltary departments of the United States and were established as
Military Assistance Service Funded (MASF) procedures. This system provided that the support
of the South Vietnamese Armed Forces and other free world forces engaged in Vietnam would
be programmed within the budgets of the mrilitary departments of the United States. The MASF
procedures have proved to be effective and have provided the necessary flexibility and respon-
sive support required.

i The remainder of this chapter summarizes the major lessons iearned and lists the
recommendations that are developed within the monograph.

2.  FINANCING OF OPERATIONAL EXPENSES

a. Lessons Learned

Vietnam experience has proved that financial management techniques, when utilized
to an appropriate degree, could be useful toois in the effective and efficient manage ment of ma-
teriei in combat areas. Financial management systems for Operations and Maintenunce funds
supporting combat operations are most effective when they are mechanized, require & minimum
change from the normal Service system, and provide for the distribution of materiei cost to

appropriate cost accounts.
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b.  Recommendation

(FM-1) The Services, when planning contingencies, outline appropr:iate financiai
management system$b for Operation and Maintenance funds supporting operations iii'the combit
areas. Such systems should:

IRt

(a) Be appropriate to the combat environment.

(b)  Avoid extension of financiai accounting to a ievel that interferes with combat
operations or places an undue administrative burden on combat organizations or their ioglstlc
support units.

(¢) Be mechanized to the extent practicable.

(d) Be integrated with the Service's total resource management system.

(el  Parallel the Service's normai system to the exteni practicable.

{f) Identify expense maicriel with an appropriate cost account.

(e} Use financial information in the determination of requirements and identifica-
t1on of areas for improved management.

- (h) Provide useful reports to appropriate leveis having management responsi-
bilities.

3. FUNDmu OF INVENTORIES OF EXPENSE ITEMS

a. -LLessong_ Learned

Y] " The use of stock funds, with adequate capitalization and when not constrained
hy apportionment procedures, could be an effective and efficient procedure for financing those
supply system inventories that support and complement user stocks. However, within the
broad framework of established Office of the Secretary of Defense stock fund poiicy, the Serv-
ices needed the flexibiiity to organize their stuck furd operations in a manner that best sup-
ported the accompiishment of their assigned missions.

(2) The Office of the Secretary of Defense procedures of stock fund program re-
view and control have made Bureau of the Budget apportionment of stock fund unnecessary to
ensure the most effective and economical use of funds. In addition, authority to maintain min-
imum cash baiances in and to transfer capital between working capital funds provided by the
Congress on an annual basis since FY 66 will be needed indefinitely for efficient management
of resources.

(3) In general, since the end of FY 66, stock fund cash balances have been low
in relation to the voiume of business processed.

b. Recommendations

(FM-2) The Office of the Secretary of Defense establish with the Bureau of Budget
the conditions required to obtain apportionment exemptions for stock funds and a schedule for
qualifying each fund for exemption.

(FM-3) The Office of the Secretary of Defense seck permanent statutory authority
(replacing the general provision included annually in the Defense Appropriation Act) to permit
sufficient cash balance of working capital funds to be only the amount needed to cover disburse-
ments and to authorize transfers of capital between working capital funds.
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{FM-4} To support sound management, the Office of the Secretary of Defense pro-
gram more adequate cash balances in stock funds, including a greater allowance for unantici-
pated program changes, so that the pianned balance in each fund should be equal to at least 30
days of disbursements.

4.  INVESTMENT COSTS~CONSTRUCTION

a. Lesson Learned

A dynamic warfare situation, such as the Vietnam conflict, results in rapidly
changing requirements for urgent military construction. Although some modifications and ad-
justments have been made, the procedures for justification, programming, and budgeting ex-
tended weli beyond that needed for the overali levei of effort and program control, and continued
to he basicaliy the same as that used in peacetime—the line item oriented military construction
prucess. These procedures involved much extrancous administrative effort, introduced unde-
sirabie time delays, were not sufficiently flexible, and imposed difficulties in the application of
construction resources. In short, military construction procedures proved unsuitable for use
in a warfare situation.

b. Recommendation

(The Construction Monograph contains a2 recommendation for the establishment of a
new Contingency Construction Appropriation.)

3. AUDITING ‘N COMBAT ZONES

a. Lesson Learned

Experience in Vietnam has established the feasibility and worth of auditing military
contracts and activities in a combat area when audits are conducted in such a fashion as to
ensure that there is no interference with combat operations and the effective support of these
operations.

6. INDUSTRIAL FUNDS

a. Lesson Learned

Civilian personnel ceiiings in industrially funded activities adversely affected man-
agement of those activities subject to wide variation in workload. Exciusion of industrial-
funded activities from personnel ceilings would faciiitate timely adjustments of personnel
staffing to accommodate workload variations. Should overriding considerations preclude the
exciusion of ali personnel in industrially funded activities from ceilings, at least the wage
board empioyees who are utilized in the type of work where fiuctuations in requirements are
relatively greater than in other areas of work should be excluded.

b. Recommendation

(FM-6) The Secretary of Defense request the Director, Bureau of the Budget, to
exclude wage board employees of industrially funded activities from manpower ceilings and to
permit employment levels to liuctuate with workload and available funding of those actlvities.

7. MILITARY ASSISTANCE PROGRAM

a. Legsons Learned

Peacetlme Military Assistance Program funding procedures proved impractical in a
conflict like Vietnam, which has invo!ved large numbers of U.S. and free world forces. The
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Military Assistance Service Funded procedures, which became an integral part of the Depart-
ment of Defense financial management system, proved to have the funding flexibility and re-
sponsiveness required ir this area of logistic support.
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1. INTRODUCTION

1. BACKGROUND. The legislative requirement that the President :nust present his budget
request to Congress in January of each year is the primary factor arcund which all Federal
planning, programming, and budgeting actions revolve. The Department of Defense (DOD) has
developed and improved in subsequent years, a system to meet this requirement. This com-
plex systemn known as the Planning/Programming/Budgeting System (PPBS) is a process of com-
piling all factors of national security objectives, strategy, forces, resources, and costs within
the same conceptual framework. The PPBS contirually changes as lmprovements through ex-
perlence become evident, The most recent and significant change to the system ls contained in
the DOD Instruction 7G45. 7 dated 29 October 1969. This was effectlve on i January i970. Since
thls change became effective during the period in which the Joint Logistics Review Board (JLRB)
was conductlng its review of worldwide ioglstlc support of U.S. forces durlng the Vietnam era,
It was deemed necessary to present the PPBS in two segments. The first seven chapters will
discuss the system as it existed during CY 69 since this was the system In effect covering the
major time period In the overall study effort, Chapter VII will discuss the changes that were
effective on 1 January i970.

2. PURPOSE. The purpose of thls appendix is to provide the reader with a fuli understanding
of each segment of the PPBS and lts relationship to the overail systum. Thls will eliminate the
necessity of expounding on the vartous segments as they are discussed In other portlons of this
report. '

3. DEVELOPMENT CYCLE. Since It takes trost agencles almost a full year to deveiop a
compiete departmental budget, it s development must start around January of the prior year.
The development cycie, therefore, is necessartly on a caiendar year basis, whereas the budget
year to which ali such deveiopment is addressed is on a flscal year basls. From the above, and
the illustration in Figure A-1 it can be seen that approximateiy elghteer months 1s required
from the first start of budget development to the time 1t becomes a funded financlal pian. For
exampie, the budget for FY 71, which covers the pertod 1 July 1970 to 30 June i97i, is:

a, Deveioped in CY 69 by mllitary departments and agencles;
b.  Submitted in October 1969 to Offlce of the Secretary of Defense {OSD);

c.  Reviewed by OSD with the particlpatlon of the Bureau of Budget (BOB) sc as to be
completed around the middle of December 1969;

d. Presented to Congress by the President for appropriation actlon In January 1970,

€. Reviewed by Congress for the establishment of authorlzations and approprlatlons by
30 June 1970. 1n recent years Congress has extended its review actlon beyond 1 July. This
extension necessitates speclal action by Congress to authorize Departments to continue to oper-
ate and restricts Departmentai action~ !

4. A HEDULE. The Secretary of Defense publishes an annual

caiendar memorandum providing a schedule of significant events for each current year. The

1He:miqi.uuteu's, Department of the Alr Force, Operating Instructions (HOD - 27-1, 8 August 1968, p, 3-1.
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0SD - Office Secretary Defense
BOB - Rureau of Budget
P/BDs~ Program/dudge! Decisions

FYDP - Five Year Defense Pragram

R & D - Research and Develapment
PCRs - Program Change Requests
PCDs - Program Change Decisians

Figure A-1. Planning/ Progrnmming/Budgeung Cycle {as of CY 69}
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memorandum for CY 69 was pubiished in January and was revised as necessary in the spring.
It identified:

a, The base program from which all proposed changes wouid be made, by pubiication or

as of date;

b. A scheduie for the submission of the Joint Straternc Objectives Pian (JSOP) by the
Joint Chiefs of Staff inciuding but not limited to (1) discussion of pertinen. major force issues
and rationaie supporting the issues; (2) force recommendations; and (3) other supporting data,
such as manpower and costs estiimates;

c. A scheduie for the issuance of Draft Presidentiai Memorandums, Major Program
Memorandums, and Defense Guidance Memoranduins;

d. Specific dates on which actions could be expected on proposais;

e. Date for the submission of the DOD budget estiinates;

f. Identification of speciai reviews or studies to be conducted during the caiendar cycie

and assignment of Primary Action Qffices {PAQ) for review of studies identified; and

£. 2 A date for the inciusion of an additionai year to the Five-Year Defense Program
(FYDP).

ZDopurtmeul of Defense Instruction 7045 7, Review and Approval of Changes to the Five-Year Defense
Program, 22 December 1967, p. 3.
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II. JOINT STRATEGIC OBJECTIVES PLAN

1. PURPOSE. The purpose of the Joint Strategic Obijectives Plan (JSOP} is to advise the
President and the Secretary of Defense on the military strategy and force structure require-
| ments for attaining the national security objectives and to provide planning guldance to com-
1 manders of unified and specified commands and to the Services,

e

2. FORMULATION. The formulation of the JSOP is the responsibility of the Joint Staff of the
Joint Chiefs of Staff. The planning effort involves the digestion of masses of intelligence data to
arrive at an estimate of the capabilities and inclinatlons of potential enemies, and the assess-
ment of the present capabilities of U.S. forces and weapons, as well as the technological ad-
vances expected shortly from the vast defense research establishment. 3 Data used are derived
from the following:

PR

a. Intelllgence estimates and national v . .icy staicments of the President, executive
agencies, and Congress.

b, Intelllgence estlmates, studies, and technical considerations of the military depart-
ments and defense agencles.

3. GENERAL. Thc JSOP is a military judgment as to the forces and programs which should
be supported durlng the next 5 to B years and consists of volume I, Strategy; Volume II, Analyses
and Force Tabulations; Volume III, Free World Forces; and seven annexes. 4 The plan 1s sub-
mitted by the Jolnt Chlefs of Staff to the Secretary of Defense for information.and consideration
In connection with the preparatlon of Draft Presidentlal Memorandums (DPMs), Major Program
Memorandums (MPMs), Defense Guidance Memorandums {DGMs}, the Five-Year Defense Fro-
gram (FYDP), and the military budget. The JSOP in the Plannlng/Programming/Budget Cycle
(see Flgure A-1) may be additlonally clarified by the following excerpt from the Secreiary of
Defense Memorandum on the Program/Budget Review Schedule for CY 69 (dated 1 March 1969
and revised 22 April 1969) as follows:

"Juint Strategic Objectives Plan

On March 3, 1969, the Jolnt Chiefs of Staff (JCS) 2re requested to submit the
FY 1971-1978 Joint Strategic Objectives Plan (JSOP). Volume II of the JSOP should
identify those major lssues whlch the JCS belleve are required to be resolved during
the course of this year. Issues should be supported by (a) an explanatlon of the ra-
tlonale for the proposed change, (b} the military objectlves to be served, and (c} the
resource impllcatlons of the proposed changes.

"Earlier receipt of the JSOP 71-78 than In past years will provide greater
assurance that the force structure recommendations, and the supporting analysls
of the JCS, are given careful review and consideration prior to beginnlng work on
the Draft Presidential Memorandums (DPMs), Major Program Memorandums
{MPMs), and the {DGMs).

3Comdr. Steven Lazarug, USN, Defense Industry Bulletin, "Defense PPBS-A 1060 Overview, ™ Junc 1969

p. 19.
4Joint Chiefs of Staff Publication 3, Joint Logistics and Fersonnel Policy and Guldance (U), April 1969,

{(CONFIDENTIAL) p. 12.
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"The estimated dcllar value and manpower requirements associated with the
proposed force changes of the JSOP 71-78 are to be revised and submitted bg the
JCS no jater than April 15, 1969, based on the March update of the FYDP. "

SOffice of the Secretary of Defense, Memorandum, subject: Calendar Year 1969 (CY 6€%) Procedure and

Schedule for Draft Presidential Memorandums (DPMs), Major Program Memorandums (MPMs), and
Defense Guidance Memorandums (DGMs), 22 April 1969,

A-8




III. FIVE-YEAR DEFENSE PROGRAM

1. GENERAL. The Five-Year Defense Program (FYDP) is the official program that sum-
marizes the Secretary of Defense approved plans and programs for components of the Depart-
ment of Defense {DOD). The scope of the FYDP includes force, manpower and cost data, and
informaticn covering the prior, current and succeeding fiscal years. The force structure in-
cludes data and information for the prior fiscal years, current fiscal year Ludget year, and
seven succeeding fiscal years. Cost and manpower data are included for the prior fiscal years,
current fiscal year, budget year, and the four succeading fiscal years. Prior-yeasr hlstorical
data are recorded from 1961 on forces and from: 1962 on cost and manpower data.

2. PROGRAMMING SYSTEM. The programming system provides the means for submission,
review, record-keeping, and decision-making of the DOD system. The planning, programming,
resource, materiel, and financial management systems of all DOD components are correlated
with the programming system. The program structure provides DOD components with means of
showing the approved program changes in meaningful aggregations. The structure is designed to
be an operating tool of the DOD managers, to allow broad agg cegations of data and detailed pres-
entations of data that are meaningful to different managers, and to allow the application of a
systematlc means of measuring actual use of resources against planned and approved programs.
The program structure currently consists of 10 programs, which are broad aggregations of
interrelated program elements that either complement each other or are close substitutes.

The program elements are logically considered together in relation to the common mission they
are designed to serve. Each program has, as a part of its make-up, forces, manpower and
costs. Costs are classified as either development, investment, or operation.

3. PROGRAMS. There are currently 10 force-related and support-related programs. Table
A-1 depicts the number of program elements in each program for DOD components as of 2 June
1969. Table A-2 displays examples of the various program elements.

a. Program I-Strategic Forces. This program consists of three major subdivisions;
Strategic Offensive, Strategic Defensive, and Civil Defense. They include command organiza-
tions associated with these forces.

b. Program [I—-General Purpose Forces, This program consists of force-oriented
program elements other than those in Program I, including the command organlzations asso-
ciated with these forces, the logistics organizations erganic to these forces, and the related

logistics and support units which are deployed or deployable as constltuent parts of military or
naval forces and field organizations,

c. Program IlI—Intelligence and Communications. This program consists of mlssions
and activities directly related to combat forces listed In programs [ or II on which independent
decisions can be made. It includes resources primarily for national or centrally directed DOD
objectives for intelligence and security; communications; and specialized niissions such as
weather service, aerospace rescue and recovery, and oceanography.

d. Program IV~—Alrlift and Seallft. This program consists of zirlift, sealift, and other
transportation organizations both industrially funded (IF) and nonindustrially funded (NIF). It
includes command, logistic, and support units organic to these organizatlons.

[ .
Department of Defense Instruction 7045, 7, Review and Approval of Changes to the Five-Year Defense Pro-
gram, 22 December 1967.

TDepartment of Defense, Program Structure Handbook 7045. 7=11, 2 June 19G9.
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e, Program V—Guard and Reserve Forces. This program consists of National Guard
and Reserve training units organic to these organizations.

f. Program VI—Rcsearch and Development (R&D). This program consists of ali R&D
activities that are not related to items approved for procurement and depioyment. The R&D
costs related to operationai systems wili appear in appropriate elements in programs to which
the weapon or support system may be identified.

g.  Program VII—Central Suppiy and Maintenance., This program consists of supply and
maintenance that is not organic to other program elements. It includes nondeployable supply
depots and maintenance depots, both industrially funded and nonindustrially funded.

h. Program VIII—Training, Medical, and Other General Personnel Activities, This
program consists of training, medical, and other activities associated with personnel. ft ex-
cludes training specifically identified with another program element, and also excludes housing,
subsistence, medical, recreationai, and similar costs that are organic to ancther program
element such as base operations.

1. Program IX—Administrative and Associated Activities. This program consists of
resources for the administrative support of departmental and major administrative headquaiters,
field commmands, administrative activities (not elsewhere zccounted for), construction support
activities, and misceilaneous activities.

i Program 0—Sypport of Other Nations. This program consists of elements identified
with the Military Assistance Program (MAP} and Agency for Int=rnational Development (AID)
Programs and those resources assigned to elements related to or supporting the MAP.

4, PROGRAM ELEMENTS. Program elements are the basic buiiding blocks on the decision-
making level of the programming process. A program element is defined as an integrated force
or activity—a combination of men, equipment, and facilities whose effectiveness can be directiy
related to nationai security ohjectives. For exampie, the B-52 together with all of the supplies,
bases, weapons, and manpower needed to make it effective mllitarily, is such a program eie-
ment. Program elements of the missiie forces can be broken down into land-based such as
ATLAS, T{TAN, and MINUTEMAN or sea-based POLARIS and REGULUS missiie systems. 8
The number of program elements within each separate program continually change, Those in
effect, as depicted in DOD Program Structure Handbook 7045.7-H, revised 2 June 1969, are
shown in Tabie A-1.

5. FIVE-YEAR DEFENSE PROGRAM CHANGES. The FYDP change proposals may be orig-
inated by the Secretary of Defense, Deputy Secretary of Defense, Secretaries of the military
departments, Chairman of the Joirt Chiefs of Staff, Director of Defense Research and Engi-
neerlng, Assistant Secretaries of Defense, Assistanis to the Secretary of Defense, and Direc-
tors of Defense Agencies, The speciflc publication or update of the FYDP, as indicated by the
annual caiendar memorandum, will be the base for the submission of proposed program
changes.9 Departinent of Defense components wiil process program data changes to their

FYDP data files as frequentiy as necessary during any 30-day period to ensure processing of
data to OSD on a monthly basis. 10 The FYDP continuous update is depicted in Figure A-1,

The two basic key decision instruments that provide authority to change the FYDP through CY 6%
are the Program Change Declsion (PCD) and the Program/Budget decision (P/BD). (See Chapter
VI for FYDP changes effective on 1 January 1870.) The PCD primarily responds to Program

Bu.S. Alr Force, Institute of Technology {AU) ALM-1609-11, Organization snd Logistics Systems of the
Departmeat of Defense, | January 1968, pp. 41-43,
Inepartment of Defensn Instruction 7045. 7, Review and Approval of Changes to the Five~-Yesr Defense
Program, 22 December 1967, p. 5.
chmrtmcnt of Defense Instruction 7045, 8, Procedures for Updating Program Data in Five-Year
Defense Program (FYDP), 23 May 1968,

A-i0




TABLE A-1

NUMBER OF DOD PROGRAM ELEMENTS

PROGRAM TITLE PROGRAM ELEMENT

MARINE  AIR OTHER
ARMY NAVY CORPS FORCE MIXED _DOD TOTAL

1. Strategic Forces 9 12 0 49 11 14 85
1I. General Purpose Forces 81 1‘35 34 39 8 0 287
1ii. Intelligence & Communications 5 3 0 16 27 10 61
IV, Airlift & Sealift Forces 4 15 0 24 11 ¢ 54
V. Guard & Reserve Forces 34 30 8 57 0 0 129
VI. Research & Development 135 185 7 178 0 15 520
Vil. Centrai Supply & Maintenance 4 12 0 4 18 3 41
VIll. Training, Medical, and Other
General Pergonnel Activities 4 0 0 1 23 1 29
IX. Administration & Associated Activities 0 0 0 ] 14 4 18
0. Military Assistance 0 0 0 0 6 1 7
276 392 49 368 118 48 1251

Source: Department of Defense Program Structure Handbook (7045. 7-H). Reviaed 2 June 1969,

Change Requests (PCRs) and the P/BD to program/budget submissions. Changes may also be
niade to the FYDP on the approval of the heads of the DOD components if thay are:

a, Below Threshold Changes (BTCs) that do not require DOD approval. These could be
FYDP manpower adjustments resulting from changes In bases and units data or from intracom-
mangd redistribution of resources.

b, Below Threshold Reprogramming Changes that are transfers within prior- or current-
vear approved funds of a magnitude or character not requlring OSD or congressional committee
approval. They arlse from numerous adjustments as financial plans or operatlng budgets are
revised or executed. 1l Criterla for submission of PCRs and issuance of PCDs are further ex-
plained 1n Chapter VI. Further details on P/BDs are contalned in Chapter VII.

J'lDeps.r'tment of the Air Force, ileadquarters Operating Instructions 27-1, DOD Programir’ 4 System,
8 August 1968, p. 8-1.
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Iv. DRAFT PRESIDENTIAL MEMORANDUMS, MAJOR PROGRAM

MEMORANDUMS, AND DEFENSE GUIDANCE MEMORANDUMS

1, MEMORANDUM SCHEDULE. A scheduie for the Secretary of Defense issuance of memo-
randums concerning major issues reiating to forces and policies is published early in the calen-
dar year. The CY 69 memorandum scheduie update, dated 22 April 1969, incorporated several
changes In the Department of Defense (DOD) Planning/Programming/Budgeting System. One of
these changes was the realignment of memorandums under three basic types. These are Draft
Presidential Memorandums (DPMs%, Major Program Memorandums {MPMs), and Defense
Guldance Memcrandums (DGMs). 12 Formeriy memorandums were broken out into only Draft
Presidential Memorandums and Defense Guidance Memorandums.

2. DRAFT PRESIDENTIAL MEMORANDUMS. The DPMs are memorandums from the Secre-
tary of Defense to the President containing recommendations on major issues relating to forces,
together with ratlonale for these recommendations. They are draft in the sense that they re-
flect tentative decislons and may be subject to modification during the period in which the frame-
work for a given fiscal year's budget is being deslgned. The President can accept or reject the
analyses, declslons, and budget recommendations implicit in them. The three DPMs in the

CY 69 scllaedule are those on Genweral Purpose Forces, Strategic Forces, and Theater Nuclear
Forces.

3. MAJOR PROGRAM MEMORA-DUMS. The MPMs are supporting and subordinate to DPM:
Each MPM addresses a group of related forces or functionai elements that are required for
support of forces Indicated in the DPMs. Thus, DPMs and MPMs serve as vehicles by which
the Secretary of Defense can weight the costs and benefits of and decide on changes proposed to
the currently approved FYDP. Seven MPMs are ln the CY 69 schedule. They consist of Land
Forces, Tactical Air Forces, Naval Forces, Amphibious Ship Forces, Mobility Forces, Man-
power, and Research znd Development. Issues addressed DPMs and MPMs are those that have
a dlrect force lmpact. Examples of these are decisions to add or subtract numbers of units, to
increase or decrease procurement levels of high cost equipment items, or to start, kill, or
delay production of a new weapon system.

4, SE E MEM . The DGMs, by contrast to DPMs and MPMs,
have only indirect force impacts. They cover problems, other than the main force issues,
which require a comprehensive an.lysis and review. Their main purpose is to establish pro-
curement objectives for materiel support from the approved forces, including forces deployed
in SE Asia. The two DGMs In the CY 69 schedule are Logistics and Nuciear Stockplle and
Materlels.

5. PROCEDURES. Upon recelpt and znalysis of the JSOP from the Joint Chiefs cf Staif, the
"For Comment” DPMs, MPMs, and DGMs, by which the Secretary of Defense announces his
tentative guldance on an lssue or group of 1ssues, are prepared. The DPMs and MPMSs include
2 Resource Annex to help reiate the program guidance to the FYDP structure. Thls Resource
Annex was effectlve with the CY 69 guldance. The Joint Chle{s of Staff and Departmental re-
sponses are required for the "For Comment" memorandums. These responses are in two

lzsecratary of Defense Memorandum, subject: CY 69 Procedures and Schedule for Draft Presidential
Memorandums (DPMs), Major Program Memorandums (MPMs), and Defense Guidance Mcmorandums

ngGMa}. 30 April 1969.
Arraed Forces Journe!, Decisions Have To Be Made Now, While Congrecs Stiil Debates How Muech to
Spend in FY 70, by the Journal Staff, 28 Juno 1569, p. 28.

44, pp-28-29.
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forms: narrative comments and Program Change Requests (PCRs). Responses are due to OSD
within 30 calendar days after issue of the "For Comment" DPM, MPM, or DGM. Narrative
comments wili describe in detail the Services position on each issue. The PCRs are required
for each change in the FYDP covered in a specific DPM or MPM. The DPM or MPM transmittal
letters will identify the force related PCRs to be submitted. After OSD has reviewed the Joint
Chiefs of Staff and Departmental comments and related PCRs suhmiited as a result of the "For
Comment"” DPMs, MPMs, and DGMs, "Tentative Reeord of Decisiou” DPMs, MPMs, and DGMs
are published by (GSD. "Tentative Record of Deeision" DPMs and MPMs are supplemented by
Program Change Decisions (PCDs). The PCDs are necessary beeause DPMs and MPMs do not
provide sufficient details for entry into the FYDP. 15 Criteria for submission of PCRs and
iscuance of PCDs are further explained in Chapter VI.

isSc'.'retnry of Defense Memorandum, subject: Interim Cperating Procedure (IOP) Number 1--Processing

of Program Change Requested (PCRs) and Progrim Change Declslons {(1°CDs), 21 June 1968.
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V. RESEARCH AND DEVELOPMENT PROGRAMS AND DEVELOPMENT

CONCEPT PAPERS

1. GENERAL. ".he annuai Research and Development (R&D) program and budget revlew cycle
runs somewhat paraiiel with the overall Department of Defense (DOD) program and budget review
cycle, but certain procedural differences do exist. This chapter cutlines the procedures for the
R&D programming and budgeting system in the Department of Defense (DOD). Instructions con-
cerning the R&D program are included in the annual caiender memorandum from the Secretary
of Defense, Instructions in the CY 68 memorandum included:

a. Submission date for the Joini Research and Development Objectives Document (JRDOD)
b, Submission date for R&D program proposals and apportionent review submission

c. Submlsslon date for budget estimates

d. Date the "For Comment” MPM and R&D will be issued.

The Office of Directur of Defense Pesearch and Enzineering (ODDR&E) supplements this annual
schedule with detalled Instructlons for the annual program budget review.

2. JOINT RESEARCH AND DEVELOPMENT OBJECTIVES DOCUMENT. The Joint Research
and Development Objectives Document (JRDOD) ls developed annually by the Joint Chlefs of Staff.

It is published cencurrently with the JSOP and submltted to the Secretary of Defense. The
JRDOD provides R&D objectlves responslve to the strategy and force rcommendations in the
JSOP, as well as long-range and technological objectlves for capabiiitles expected to be needed
in the 10- to 20-year period. Indicators of relatlve mllltary importance and appropriate ra-
tlonale are Included to asslst {n developlng the DOD R&D program and in the preparatlon of
Development Concept Papers (DCPs).

3. DEVELOPMENT CONCEPT PAPERS. The DCPs are summary managemant documents to
the Secretary of Defense for his declsions on important deveiopment and engineerlng modlficatlon
prograris. The document serves as the vehicle for these decisions and as a source of primary
informatlon and rationale. The ODDR&E is the responsible office within OSD for the procedural
impleinentatlon and preparatlon of DCPs. They are accomplished with the asslstance and coordi-
nation of other OSD offlces and the Services, as appropriate.

a, The DCPs are submltted on development programs that are classified as lmportant
and ordinarlly are submlitted for new development programs and major modifications of existing
programs. A development program may be consldered as important If it falls withln one of the
followlng three classes:

(1) High Priority. Criteria established bty DOD Instruction $-4410. 3, Policies and
Procedures for Implementing Approval of Natlonal and Military Urgency Determinations.

{2) Costly. Is estlinated to require total cumulatlve R&D flnanclng in the current
year, budget year, and subsequent 2 flscal years In cxcess of $25 miilion; or to require a total
production Invesiment ln excess of $100 mlllion and invoives at least $5 million in R&D eifort.
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(3) Otherwise Important. Is deemed by the Secretary of Defense to be important
becavse it has one or more of the following characteristics;

(a) Has a signliicant effect on the nation's defense posture

(b} Is being conducted on a substantially concurrent development and produc-
tion basis, particuiarly when significant technical problems are anticipated

(¢} Involves unusual organlzational complexity or technological advar.cement

(d) Presents unusual difficulties that need erpeditious handiing to satisfy an
urgent requirement.

b. The DCPs are also used to gain the Secretary of Defense approvai to continue on de-
veiopment programs at critical decision points, In these cases, DCPs will be updated to reflect
Information or considerations not previously covered in the origlnai or prior submission. The
DCP procedure contains pre-established decision thresholds that, when breached, automatically
call for a DCP to e submitted to the Secretary of Defense. At that time, the Secretary may re-
vise his prior decision and cancei, or alter the direction or pace of the program, 1

el The DCPs are forwarded to the Services after the Secretary of Defense expresses
his decisions on the initiation of or changes to them. TheDCP transmittal letters identify the
need for PCR action. Where PCIls are required they are submitted within 30 days by the Serv-
ices, subsequent PCi)s are published by OSD, and the Services update the FYDP,

4. PROGRAM AND BUDGET REVIEW. Consolidated R&D Program proposais for FY 71,
other than those related to DCPs, are submitted as indicated in the annuai calendar schedule,
aiong with the FY 70 apportionment review submissions. Annually in July, a eonsolidated pro-
gram and budget review of the R&D Program is conducted. The results of this annual review
are incorporated into the MPM and R&D, which then beeomes the basis for approval by the
Secretary of Defense of a PCD. 17 The MPM gives guidance and reflects tentative decisions onthe
Services Consciidated R&D FYDP. The response to this MPM does not require PCRs. The
Serviees' annuai budget estimates, submitted in QOctober, include the R&D Program. (See
Chapter VII.) The R&D budget estimate is a relteration of the tentative decisions eontained in
the initiai R&D MPM pius an addendum for issues that have been the subject of Service reclamas
and remain unsolved. 18

16y, 5. Navy Programming Manual, Navy Programming Manual COPNAV 80P-1C, 15 February 1969

17Dc-pn rtment of Defense nstruction 7043. 7. Heview and Approval of Changes to the Five-Year Defense
Program, 22 December 1967, p. 4

P epar.anent of the Air Force, fleadquarters, Operating Instructions 27-1, DOD Programming Systom.
S August, p.o T-2,
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VI. PROGRAM CHANGE REQUESTS ANI) PRCGRAM CHANGE DECISIONS

1. GENERAL. A Program Change Request (PCH) is a proposii in required format for changes
to the approved date in the-Five Year Defense Program {FYDP). A Program Change Decision
(PCD) is a Secretary of Delense decision, i1 prescribed for:nat, authorizing changes to the FYDP.
The PCD is used prin.ariily by the Secretary of Defense to respond to PCRs. It is further speci-
fied as a decision ins.rument for the annua: R&D Program anc budget review and is also used by
O8D in other varied instances without prior I'*CR submission.

2. PROGRAM CHANGE REQUEST CRITERIA. The PCRs are submitted by DOD components
when the proposed changes meet any of the conditions iisted below:

a. Force Changes—Changes in FYDP controlied forces,

b. Manpower Authorizations—Increase to FYDP end-year reilings of 100 or more.

c. Issues—Proposals for FYDI’ change in initial DPM, MPM, DGM, or for declsions
exoressed i DCPs. (For R&D, aiso see paragraph 4 of Chapter V.)

d. Functional Transfers—Any tranzfer that involves a change in the Total Obiigationai
Authority (TOA) stated ‘n the FYDP. \

e, @j_icy' Change—Any change with signlficant effort on resources 25 stated in the FYDP,

f. Fact-of-Life Changes—Any uncontrollable change, such as production schedule
slippage, operationai accidents, or combat attrition, that causes force, manpower, or TOA
changes irom the FYDP.

g- Total Obiigational Authority (TOA)—Any increase to a FYDP annuai cost category,
unless exception has been authorized,

h. Procurement Changes—Adaitional ships, aircraft, misslies or new procurement items
{beyond current year).

i. Miiltary Assistance Program—FYDP change of 5 percent or I million dollars/year/
country.

i Reprogramming Actions—Clianges are processed for current or prior fiscai year
with a PCR that is used as a transmlttal document for Financiai Reprogramming Actlors (DD
Form 1415),

k.  Confirmation Changes--Changes to FYDP that result from Secretary of Defense de-
cislons oiher ther PCDs and PBDs and noi based on PCRs.

1 Program Eiements—Clhianges to program element codes, titles, and definitions.

Proposed resonirce changes not covered by these criterla are inciuded in the annual budget sub-
mission of the DOD component in accordance with the guidance prescribed Uy the Assistant Secre-
tary of Defense (Comptroller) for the submission of a particuiar budget estimate. 19

19pepartment of Defense Instruction 7045. 7, Heview and Approval of Changes to the Five-Year Defense
Program, 22 December 1967, pp. 6-5.
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3. PCR USE W11H DPM OR MPM. Narrative comments, describing in detail the Service
position vn cach issue, and PCRs are required tor each change to the FYDP covered in a specific
"For Contient’ DPM or MPM. This PCR, known as the implementing PCR, shows in definite
terms the resource implications of the tentative OSD guidance. U the Service position, agrees
with the “For Comment' DPM or MPM guidance, then this is the only PCR submitted on that
issue. 1 the Service position, differs substantially {rom the tentative OSD guldance, another
PCR, known as the reclama PCR, is prepared and submitied simultaneously to reflect the re-
source implications of the Service reclama position. Tle reclama PCR rosource implications
do not need to be stated in the same detail as implementing PCRs. Department of Defense In-
struction 7045.7, dated 22 December 1967, permits the use of computer cost model data and
cost factors in describing the Servlce's alternate proposal, If the DPM or MPM position or the
alternate Service position ls the same as the current approved program in the FYDP, a PCR

is not required, If the DPM or MPM position is the same as that in the FYDP, an implementing
PCR is not needed because the resource implications of such posltlon is 2lready reflected in the
approved program. If the alternative Service posltion 1s the same as the current program, a
reciama PCR is not needed because the narrative comments adequately explain the Service
posltion and the resource implicatlons of this position is already known. Similarly, if the
Service reclama position is ldentical with that priced in the JSOP, additional pricing is not
necessary. The narrative comments refer to the JSOP pricing. 20

20puepartment of the Alr Force ileadquarters Operating Instructions 27-1, DOD Programming System.
A August 1968, p. 3-2.




VL. BUDGET GUIDANCE MEMORANDUM, PROGRAM/BUDGET

REVIEW, CONGRESSIONAL ACT{ON, AND APPORTIONMENT

1. GENERAL. Instructions concerning Program/Budget Reviews are contained in the Secre-
tary of Defense annual calendar memorandum. Specific dates are included for the issuance of
the guidance for the preparation of budget estimates, meetings between the Secretary of Defense
and the Service Secretarics to discuss major force issues, and the sulkmission of budget esti-
mates.

2. BUDGET GUIDANCE MEMORANDUM. The Budget Guidance Memorandum is normally
published in the June-July time frame. The Budget Guidance varies somewhat each year, but
in general specifies:

a. Date budpget estimates will be submitted by the Services;

b, That the budgei estimate will reflect the approved FYDP as modified by PCDs. In
the event PCDs have not been issued on major program changes, the guidance usually specifies
that positions contained in the DPMs, MPMs, and DCPs will be maintained;

c. Program assumptions not otherwise specified;

d. Factors to be used in military personnel pricing in other areas;

e.  How departmental reguests not yet decided or submitted would be treated;
f. Guidance as to levels of activity.

3. BUDGET ANALYSIS PERIOD. Budgets submitted by the Services on 1 October are pre-
pared to conform with the budget year in the FYDP. Where requirements proposed by the
Services differed from or had not been included in the FYDP, they were normally submitted as
an addendum to the budget. However, the Services were provided a bogey by the Secretary of
Defense for the FY 71 budget submission. The FY 71 budget, submitted on 1 October 1969, was
prepared by the Services to conform with the FY 71 program in the FYDP and within the total
bogey recommcnded. Requirements for the FY 71 budget that were not included in the FYDP
were covered by Service Secretarial Letters that transmitted the budgets to OSD. Thus the
budget submission is the culmination of the planning/programming/budget preparation period,
which required the first 9 months of the year. (See Figure A-1.} The period of October through
December each year is often referred to as the budget analysis period.

a. To save time, Bureau of Budget (BOB) representatives participate in OSD reviews.
{It should be noted that although BOB representatives are active in QOSD reviews, the ultimate
decisions are those of OSD. Final Secretary of Defense decisions are forwarded to BOB, which
takes anotner look and prepares recommniendations to the President. The BOB was the authority
to amend amounts before the budget estimate is forwarded to the President for review.}21 During
this period the budget estimates are separaied into packages, each of which are annlyzed and
presented to the Secretary of Defense for decision. These decisions are then returned to the
Services on a daily basis in the form of Program/Budget Decislons (P/BDs).

21Depm‘t.rnent of the Air Force {Comptroller) Unnumbered Pamphlet, The Alr Force Budget, 20 March 1969,
p. 34.
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b, The P/BDs spell out the action taken by OSD during its review of the budget. They
identify specific items and the deilar amounts associated with them, Services have § days In
which to recloma the P/BD. M no reclama is submitted, the P/BD is final, If a reclama is sub-
witted with additional information or justification, OSD will then issuc a revised P/BD to reflect
action on the reclama, i.e., total or partial approval of the reciama, or denial. The FYDP is
then updated from the P/BDs.

C. After the DOD budget has been approved by the President, it then becomes a part of
the President's budget, which he presents to Congress in January. A budget enters its second
year of processing at this point. It has taker. i2 months to move through the Departments and
05D and become an approved budget estimate. In.January the cycle begins again for the following
fiscal year. (See Figurc A-1i.})

4. CONGRESS. Congress is the only body which can authorize an agency to obligate funds for
the United States Government. The Administration tells the Congress in the form of the Presi-
dent's budget how much obligational authority is need and for what. Congress now has the re-
sponsibility of examining the budget and validating the requirements. The budget is first passed
to the House of Represeniatives where it is referred to the Committee on Appropriations, Armed
Services Committce, and various subcommittees. Hearings are held with the Secretary of De-
fense, Assistant Secretaries of Defense, civilian heads, and chiefs of each of the military depart-
ments. During this period the Services are busy preparing materiai for the witresses, as ques-
tions raised during the hearings require immediate answers. Upon completion of the hearings,
an Appropriation Bill is drafted by the subcommittees and presented for consideration to the full
Commiittee on Appropriations. The Bill is then presented to the House of Representatives for
debxaite. It is accompanied by a report which explains decisions by the subcommittee which
effected the bill, i.e., deletions or additions to the Service estimates or specific ilmitations
that the Appropriations Committee considers necessary. The Bill could be amended on the floor
of the House before it is passed. The Senate then receives the Appropriation Bill passed by the
House of Representatives, Approximately the same schedule of events take place in the Senate
as occurred in the House of Representatives; but it is less time consuming, since the Senate has
the transcript of the hearings heid by the House Committees, Senate action is consummated by
passage of a Scnate Appropriation Bill, which usually differs in varying degrees from the House
Bill. The Senate version or amendments to the Appropriation Bill are then referred back to the
House, If the House disagrees with any of the Senates' amendments, this difference is recon-
clled by means of conference action. In this process the Senate ans House appoint several
members to a Committee of Conference, whose function is it to reconcile the two versions of

the Bill so that a slngle Bill can be recommended which will gain the approval of both Houses of
Congress. Adoption of the Conference Report by both Houses results in passage of the Appropri-
ation Bill, The A propriation Biil is then forwarded to the President for his action. Normaliy
he signs it Into law. It should be emphasized here that a precise schedule is made up for the
actlons of the various agencies and ievels within the executive branch of the Government so that
the President may submit his budget request io Congress in conformance with the law in January
of each year. However, there is no specific time schedule prescribed by law within which the
Congress must act. If those years in which there are contentious items, the reviews and debates
may delay passage of the act for some time after the commenccment of the budget year for which
the act appropriates funds. (See Table A-3 for dates the DOD Appropriation Bills were approved
by Congress and enacted by the President.) Temporary funding bills are passed by Congress to
permlt continued operations. These resolutions provide for operation at the same rates and are
constrained by the same provisions as existed during the previous fiscal year and are for a stip-
ulated period,

5., APPORTIONMENT. Apportionment 1s the distribution of monies appropriated by Congress
in the Appropriation Act And signed into law by the President. Apportionment is another ra2-
sponsibility of the BOB, During the month of May the Services submit an apportionment request
to OSD with supportlng background similar to that utilized in the submission of budget estlmates.
Thls reflects any changes that have occurred since the budget estimate submission. Adjusted
requests are transmitted to the BOB by the Assistant Sccretary of Defense (Comptroller). Ap-
proved appurtionrients come back to the Services through O8D, 1t is at this time that the Secre-
taiy of Defense exercises hls key legislative authority, as expressed in Title IV of the National
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Security Act, to approve obligation rates. The Assistant Secretary of Defense (Comptroller)
issues operating budgets coverlng the operations appropriations and maintains item control in
the procurement area by means of an "approved/deferred list, " and in the research and develop-
ment area by means of a "research, development, test and evaluation program/fund authoriza-
tion." Specific construction projects must be approved by the Assistant Secretary of Defense
(Installations and Logistics%, and approved for financing them is given by the Assistant Secretary
of Defense (Comptroller). 2

TABLE A-3

APPROPRIATION ACT APPROVAL

FY 60 THRU FY 69

Do DATE APPROVED DATE ENACTED
APPROPRIATION BY (signed by
ACTS CONGRESS President)
1969 12 Qctober 1968 17 October 1968
1968 13 September 1967 27 September 1967
1967 11 October 1966 15 October 1966
1966 21 September 1965 29 September 1965
1965 4 August 1964 19 August 1964
1964 8 October 1963 17 Gctober 1963
1963 1 August 1962 9 August 1962
1962 11 August 1961 17 August 1961
1981 30 June 1960 7 July 1960
1960 4 August 1952 18 August 1959

Source: Appropriation Bills and Appropriation Acts for FY 60 thru FY G9.

6. SUPPLEMENTAL APPROPRIATIONS. When unforeseen events occur which require addi-
tional Tunding during any fiscal year, a fully justified request may be submitted to Congress

for a supplemental appropriation. Examples of supplementals enacted during the period of FY 60
through FY 69 are depicted in Table A-4. Poligy on supplementals is approved in Bureau of the
Budget Circular No. A-11 and Circular A-41. 2

22pefense Industry Bullotin, June 1969, pp. 19-22.

23Buroau of the Budget, Circular Ne. A-11, Preparation and Submission of Annual Budgot Fstimates,
June 1969; and Bureau of the Budg:t Circular A-41, Submission of Supplementa! Estimates and Similar
Proposals, 19 February 1966.
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VIII. REVISED PLANNING/PROGRAMMING/BUDGETING SYSTEM

1. BACKGROUND

a. The preceding seven chapters displayed the PPBS in effect through CY 69. As stated
in paragraph 2 of Chapter I, Department of Defense Instruction {DODI) 7045, 7, dated 29 October
1964, brought about numerous changes to the PPBS. This DODI was effective 1 January 1970.
On that date DODI 7045. 7 dated 22 December 1967, subject: Review and Approval of Changes to
the Five-Year Defense Program; DODI 7045.5 dated 31 August 1965, subject: Functional Re-
views; and Secretary of Defense Memorandum dated 21 June 1969, subject: Interim Operating
Procedures (IOP) Number 1 were cancelled. Certain aspects of the new system were imple-
mented in CY 69 so that the new PPBS could be fully implemented for the FY 72 cycle. These
were in the form of integrated staif actions, early pubiication and dissemination of DODI 7045.7
and the issuance of Secretary of Defense Memorandum dated 20 November 1969, subject:
Program/Budget Reviews - Calendar Year 1970 Schedule.

b. In the spring of 1969, the Secretary and Deputy Secretary of Defense initiated a
series of meetings with the Secretaries of the Military Departmants and the Chairman of the
Joint Chiefs of Staff to discuss improvements which could be made to the Department of Defense
top level decision-making process. At the same time, a staff effort was undertaken to study
ways of simplifying the procedures of the decision making process.

c. As a resuit of the meetings held by the Secretary of Defense, nine major steps
evolved which were to become the framework for the revised Department of Defense PPBS.
These nine steps taken in combination with the procedural simplifications which were recom-
mended by the staff level working group have gained acceptance by all Components of the Depart-
ment of Defense, resulting in the release of the revised DODI 7045. 7 of 29 October 1969, 24

2. BASIC STEPS. The nine basic steps of the procedure for the CY 70 cycle are as follows:

a. Step 1. Volume I, JSOP. Volume I of the JSOP, published in October, is the strat-
egy pertion of the JSOP and provides the Joint Chiefs of Staff statement on national security
objectives. The statement is based on evaluation of intelligence estimates, decisions of the
President, and military objectives. It includes strategic concepts and objectives on both a
worldwide and regicnai basis. It is distributed to the Secretary of Defense and the military de-
partments and Defense Agencies as a major input to their planning activity.

b. Step 2. Strategic Guidance Memorandum. Volume I of the JSOP, on being received
in OSD, is subjected to a thorough review and analysis, As a result of this study, the Secretary
of Defense prepares a tentative Strategic Guidance Memorandum which is sent to the Joint Chiefs
of Staff for comment. This memorandunm may update and/or enlarge upon Volume I strategy.
Changes are generaliy based on either modification of national security objectives or comnmit-
ments made by the President. When major objective, commitment, or strategv changes are in-
dicated, appropriate variations in risk are also assessed. Alter review and consideration of
Joint Chiefs of Staff comments, the Secretary of Defense publishes a Strategic Guidance Mem-
orandum in January. The goal of this issuance is a coordinated, coniplete and current strategic
guidance document for the entire defense community.

24
Mr. Meyer, Tartasky, Office of the Assistant Secretary of Defense {Comptroller), Interview hetd at
Pentagon, Washington, D. C , 21 November 1969
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v, Step 3. Tentative Fiscal Guidance Memoranaum. InJanuary, the Secretary of De-
fense issues tentative fiscal guidance indicating dollar constraints within which the program is
to be developed, The fiscal guidance is projected 5 years into the future by major and support
category for each of the Military Departments and Defense Agencies. The document may include
the dssumptions used in its preparation. The Tentative Fiscal Guidance Memorandum is sent
to all Components for comments,

d. Step 4. Volume 11, JSOP. While tentative fiscal guidance is-being reviewed in
January and February, the Joint Chiefs of Staff are completing Volume II, the force structule
purtion of the JSOP. Volume I provides the Jolnt Chiefs of Staff posltion and rationale on major
force requirements and recommendations considered necessary to meet DOD portions of our
national security objectlves. Volume H of the JSOP is prepared without regard to fiscal con-
straints contained in the Tentative Fiscal Guidance Memorandum. On the publication of Volume
IT in February, cost and manpower implicatlons are provided by the Military Departments.

e, Step 5. Fiscal Guidance Memorandum, After review of Volume II, JSOP, and all
comments on the Tentatlve Fiscal Guidance Memorandum, the Secretary of Defense issues re-
vised OSD Fiscal Guldance in March. For planning purposes, only two aspects of the fiscal
guidance are consldered firm, These are total by program year and total by Military Depart-
ment or Defense Agency. Unless speclilcally prohibited in the Fiscal Guidance Memorandum,
reallocatlon of funds is permitted between major mission and support categories. This pro-
vides the flexiblllty required for developing balanced programs,

f. Step 6. Jolnt Chiefs of Staif Joint Force Memorandum, In April the Joint Chiefs of
Staff issue a Joint Force Memorandum {JFM} presenting recommendatlons on force levels and
support programs which can be provided withln fiscal constraints contained In the Fiscal Guldance
Memorandum. This publication includes an assessment of risk in the recommended forces as
measured agalnst the strategy and objectlves of Volume I of the JSOP and the Secretary of De-
fense Strategic Guidance Memorandum. Tt also highlights major force issues to be resolved
during the year. Additlonally, it compares costs of its recommendatlons with the approved
FYDP program baseline. Copies of the JFM are sent to OSD for review and the Military De-
partments and Defense Agencles for asslstance in thelr planning actlvitles.

c. Step 7. Program Objective Memoranduni. In May, each Mllitary Department and
Defense Agency submits a Program Objective Memorandum {POM) to the Secretary of Defense.
POMs, based on the strategy guidance and flscal constraints of the previous slx steps, express
total program requirements. They express force, rianpower and cost implicatlons. Addition-
ally, they provide a rationale for deviations from the FYDP base flle and the JCS JFM, as well
as any military gains and an assessment of any risks resulting irom the se deviations. POM
supportlng data is in program eleinent terms.

h. Step 8. Program Decision Memorandums. Based on a thorough revlew of Volume
I and I of the JSOP, the JCS Jolnt Force Memorandum and Military Department/Defense
Ageucy POMs, The Secretary of Defense 1ssues appropriate Program Declsion Memorandums
(PDMs). PDMs are accompanied by a resource annex providing translatlon of resources to
FYDP program elements, PDMs are submitted to approprlate components for analysls and
comment and are reflected in the FYDP, Issuance of PDMs for FY 70 are to be completed by
24 July 1970. Comments must be submitted withln 2 weeks and include Impact expected as a
result of the PDM. H a dissenting view ls expressed, any Informatlon not Included ln the
original POM should be attached to allow full reevaluatlon of the lssue lnvolved. The Secretary
of Defense dlrects a staff review of all comments, and any new declslons are reflected ln a
modifled PDM. i consldered necessary, the Jolnt Chlefs and Service Secretarles meet with the
Secretary of Defense to discuss and resolve any remainlng Major Force Issues. This meeting
or series of meetlngs result in the flnal PDMs to be made a part of the FYDP prlor to starting
the budget portion of the PPB cycle,
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i. Step 9, Budget Estimates. On 30 September, each Military and Defense Agency
submits its budget estimate to the Secretary of Defense. Estimates are based on approved pro-
grams resuiting from the various decision documents. The Secretary of Defense directs a re-
view of budget estimates by the OSD staff working with representatives of the BOB. As a resalt
of this review and analysis, the Secretary of Defense publishes a series of PBDs. Late in
December, the compieted DOD budget is sent to the BOB for approvai. When approved, it be-
comes a part of the Presidents Budget submitted to the Congress eariy in January. 25

3. CHANGES IN REVISED PPBS. In summary, the significant changes incorporated in the
revised PPBS, DODI 7045. 7 dated 29 Qctober 1969, are as foilows:

a. Strategic Guidance Memorandum and Fiscal Guidance Memorandum. Prior to the
revised PPBS, nationai security objectives and the strategy to meet these objectives were de-
veloped by the Joint Chiefs of Staff without guidance from the Secretary of Defense. Further,
the Joint Chiefs of Staff were not provided fiscal guidance for use in the development of forces
to meet this strategy. As a result, the force posture recommended to the Secretary of Defense
in the annual submission of the JSOP was so ambitious it was fiscally and politically unaccept-
able. Thus, the Joint Chiefs of Staff recommendations had little impact on the FYDP. During
the McNamara years, the forces in the FYDP were developed in virtual isolation by OSD Systems
Analysis and only after the pattern had been set were the Military Departments and JCS asked
to comment. The revised PPBS is designed to shift the pianning responsibility back to the
Services. The guidance portrayed in the Strategic Guidance Memorandum {Step 2), along with
Volume I of the JSOP, serves as a planning document in the formuiation of Volume If and III,
JSOP, the JFM, and the POMs, 26 After issuance of the Strategic Guidance Memorandum, the
Secretary of Defense then develops the Fiscal Guidance Memorandum (Steps 3 and 5). Concur-
rently with the tentative and final Fiscal Guidance Memorandums, the Secretary of Defense aiso
issues tentative and final Logistics Guidance Memorandums for materiel acquisition. The Eec-
retaries of the Military Departments will participate in the development of the revised fiscal
guidance. In developing the revised fiscal guidance, consideration wili also be given to the
current budget, the FYDP, program deferrals, inflationary trends, gross national product
estimates, and other economic considerations, 27

L. Joint Force Memorandum. The Joint Chiefs of Staff develop and submit annually to
the Secretary of Defense the JFM (Step 6). The JFM wili present the recommended force levels
and support programs, simiiar in format to Voiume II of the JSOP (Step 4), but the JFM is de-
veloped within the parameters of the fiscal guidance issued by the Secretary of Defense.28

c. Program Objective Memorandum. The military departments and Defense Agencies
develop and submit annually to the Secretary of Defense the POM (Step 7). The POMs are based
on the Strategic Guidance in Volume I, JSOP, as modified by Secretary of Defense Strategic
Guidance Memorandum, They are further based on the Fiscal Guidance Memorandum, Volume
11, JSOP, and the JFM. POMs may be revised after submisslon when the originator believes
that such a revision will resuit ln a better balanced program. Recommended POM changes
should be made only when the change may be completely processed to permit analysis with the
originally submltted POM, that is, in advance of a Secretary of Defense decision on a POM.
POM revisions will include an identification of equal cost trade-offs within annual military de-
partment and Defense Agency totals to preclude increases to the fiscal constraints. The POM
revisions will identify equal or greater effectiveness 1n addition to cost trade-offs. When
changes cannot be processed in time to be included in a Program Decision Memorandum for a
specific program, such changes wiil be processed using a PCR provided the change will increase
mllitary rerdiness significantly and is considered of such an urgent nature to require Secretary

25 totd.

26Department of Defense Instruction 7045.7, The Planning, Programming and Budgeting System, 23 October

1969.
27Ibid.
287p1g.
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of Defense review out of cyele, or involve interservice functicnal transfers which create man-
power authorization increases to end year strengths. 29

d. Program Decision Memorandum. PDMs (Step 8 above) are similar to DPMs,/MPMs
in the PPDBS prior to DODI 7045.7, 29 October 1969, They differ from the standpoint that the
Joint Chiels of Staff, Military Departments and Defense Agencies have contributed to their de-
velopment thru the JSOP, JRDOD, JFM, POMs and PCRs where applicable, and their position
is aiready known. Another difference is the time element pernmitted for comment reglies of the
Joint Chiefs of Staff, Military Departments and Defense Agencies. Comments, as appropriate,
are required within 2 weeks after receipt of each PDM. Thirty days were allowed for comments
to DPMs 'MPMs. PDMs also have a resource annex, which is in sufficient detaii and in the
proper format 1o be used in updating or changing the FYDP. 30

e, Approved Program Changes. The heart of the PPBS is still the FYDP. The receipt
of a PDM, DCP, PDC, PBD, DD Form 14i5 Reprogramining Action, or Secretary of Defense
memorandum reflect.ng the decision of the Secretary of Defense will constitute a new approved
program base when entered into the FYDP by the Military Departments and Defense Agencies.
Changes to the approved base for the budget and program years will be made only by subsequent
PDMs, PCDs, DCPs, or PBDs, or by military departments or Defense Agencles withln the
established thresholds of DODI 7045.7, DCPs wili be entered into the FYDP and data reviewed
and approved by DDR&E. Data changes will be anuounced on R&D programs by DI?R&E uslng
PCDs or addressed In the R&D PDM. Subsequent to the recelpt of a PDM and prior to the next
Mllitary Departmient or Defense Agency POM submission dxte, Secretaries of the Military De-
partments and Directors of Defense Agencies wiii be permlitted to make changes to the FYDP
without prior approval by the Secretary of Defense whenﬁuc‘h changes are conflned within the
thresholds contained 1n DODI 7045. 7 and DODI 7250, 10,

f. Budget Analysis Period. As indicated In Chapter VII, paragraph 3, the perlod of
October through December each year is often referred to as the budget analysls perlod. Under
the former PPBS system, the Services submltted their budget estimates to OSD on 1 October
ecach year. These mdget estimates were then trimmed down some $20 to $25 billion within OSD
in a frantic October-December scramble. ‘With the new FPBS, the orlginal budget estimates
submitted by the Servlces will be much closer to a preset final figure, and the October-December
perlod will be used by OSD for refining the budgets and for resolving what should be a relatlvely
fow major 1ssues stili unresolved at budget-submlssion time.

4, CALENDAR YEAR SCHEDULE. Secretary of Defense Memorandum dated 20 November
1969, Subject;: Program/Budget Reviews-Calendar Year 1970 Schedule, expressed the schedule
for the nmwore significant actions of the PPB cycle for CY T¢. Guidance was provided in detail ln
this memorandum on the FYDP base program, strategic guidance, fiscal guidance, logistic
guidance, JSOP Volume I, JFM, POMs, PDMs, program/budget reviews, extension of program,
assumptlons of hostilitles and general guidance. The schedule for submission of Volume I of the
JSOP and the Tentative Strategic Guidance Memorandum are not included in this memorandum,
as they occurred in CY 69 and were covered in other memorandums. Timing of the varlous
actions in thls schedule and additional changes to the PPBS wiil possibly occur in the CY 71
schedule, as changes through experience deewm it appropriate. To better portray the timing of
events as they occur, the CY 70 schedule provided for the readers benefit as follows:

29Mm1d.
0,14,

i,

A-26




TABLE A-5

PROGRAM/BUDGET REVIEW SCHEDULE CALENDAR YEAR 1970

Action
Item Actlon Agency Date
1. Update FYDP (through FY 1971 Presidenl's Budget) C 5 Jan 70
2. 1ssue Tentative Logistic Guidance Memorandum 0 15 Jsn 70
3. Submit Voiume 1il, JSOP - Free World Forces J 15 Jan 70
4, Issue Strstegy Guidance Memorandum 0 15 Jan 70
5. issue Tentative Fiscal Guldance Memorandum 0 15 Jan 72
6. Submit Comments on Logistic and Fiscal Guidance Memoranda JC 12 Feb 70
7. 1ssue FYDP Update Guidance Memorandum 0 12 Feb 70
8. Submit JSOP, Volume II {(FY 72-79) - Analysis and Force Tabhuiations J 18 Feb 70
9, Submit Joint Research and Development Objectives Document (JRDOD) J 25 Feb 70
10, Update FYDP for Outyear lmpact C 2 Mar 70
11. Reissue Logistic and Fiscal Guldance Memoranda bssed on review of
comments O 4 Msr To
12. lasue Scbeduie for Publication of PDMs ] 5 Mar 70
13. Submit Joint Force Memorandum (JFM) J 22 Apr 70
14. Submit Program Objective Memorandum (POM) C 15 Msy 70
15. Conduct Apportionment Review 0 1 Jun 70
{ 16. 1ssue Budget Guldance for Prepsration of FY 1972 Budget 0 15 Jun 79
L 117. Issue Revised Program/Budget Review Scbedule ss necessary 0 15 Jun 70
[ 18, Issue FYDP Update Guidance 0 1 Jul 70
19. Complete [ssue of Program Decision Memorandums to DOD Componenta,
including R&D Program ) 24 Jul 70
20, Prepare snd provide comments on Decisiona to Secretary of Defense,
including R&D Program Jc 10 Aug 70
21. Update FYDP responding to Secretary of Defense Decislon Documents € 24 Aug 70
22, issue revised decisions based on comments, including R&D Program (0] 31 Aug 70
23. Submit Annual Budget Eatimates and Backup Information C 30 Sep 70
24, 1ssue Annual Program/Budget Review Schedule Memorandum O 1 Oct 70
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TABLE A=5 (Continued)

Action
Item Metion Agency Date
25 . staet Budget Hearings {} 5 Oct T0
26, Upelite FYDP pesponding to revised Decistons C 12 Oct 70
27, start Laswe of 1Y 0 2 Nov 70
2R Provide Reclama Statements on 1303 c 10 Nov To-
1 Dec 70
25, RHeissue PRDA based on Reclamas 0O 16 Nov 7o~
15 Dee 70
e, See Def, dOS, and Service Seeretiries ddscuss Major Budget Tssues (} 1 Dee T¢
NI Redssue PODs pesulting from Budeet [53ue Review 8] i1 Dec 7O
LEGEND: € = ne¢ Def C = Military Departments anl Defense Agencies

1}

J=0es JC = JCS, Military Departments & Defense Agencles
3. SUMMARY. Io summary. the revised PPBS provides:

a. Specific strategic and fiscal guidance to the Services;

L. More ftexible force level guidance:

C. Grealer Service participation at each step of the PPB cycle and more Service {ree-
dom in reallocating proposed resources, but also more Service responsibility fer inzuring the
efficient and econvmiec management of resources.

d. A major shifl in planning responsibilities fron OSD Systems Analysls to the Services;

e. Initiation of budget reductions earlier in the budget preparation cycle; and

f. Provides for more stringent cost control throughout.
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APPENDIX B
STOCK FUND PROGRAM ACTIONS

1. GENERAL

a. The paragraphs which follow include tabulations of the programs as established and
revised each year for each stock fund from FY 65 through the first half of FY 70. Each program
is expressed in terms of the planned net sales and cbligations, the difference between the two
representing the amount by which the investment in inventory on hand and on order is changed
through issues and uew procurement. This is a« oversimplification of the factors required to
describe a stock fund program fully, but is the most meaningful manner of indicating briefly the
significance of the program actions proposed and approved.

b. For each fuad, the data presented are totals for all activities, including for the Army
and Air Force the activities which were exempted from apportionrment. Programs actually are
prepared and reviewed separately for each Division within a fund, so that the totals conceal
some offsetting adjustments between Divisions. The amounts approved for individual Divisions
are not statutory limitations on obligations but are considered administrative limitations which
can be modified, within the limiting total, by a military department, provided informal concur-
rence is obtained from staff of the Qffice of the Assistant Secretary of Defense (Comptrolier),

c. Formal program actions are recorded in budget documents and in apportionments
{DD Form 1105). As a minimum, reviews of the programs for each fiscal year are conducted
and recorded in formal actions in two annual budgets and at least two apportionments. The first
review is processed during the period 6 to 12 months before the beginning of the fiscal year (to
prepare the Budget Year program in the President's Budget). The second ig the initial appor-
tionment review processed during the two months before the beginning of the fiscal year and
scheduled to result in an approved program prior to 1 July. The third is the review of the cur-
rent year program, processed durlng the first 6 months of the fiscal year as a part of the annual
budget review and producing the current year data in the President's Budget. The fourth is the
apportionment adjustment, based on the budget review and the results of actual operations
through the first half of the fiscal year, which should accomplish any needed changes in the
years program before the beginning of the last quarter.

d. Unless programs are relatlvely stable, il is not unusual for apportionment adjust-
ments to be made morv frequently than the minimum. Thesc may be requested in the first half
of the year when increased requirements are of a magnitude that does not permit waiting until
after the budget review to obtain increased authorizations, They also occur during the last
quarter when it becomes apparent late in the fiscal year that actual developments are differing
from the judgments and assumptions made in the earlier reviews, so that program changes must
be recognized unless supply operations are to be subjected to financial constraints during the
last quarter.

e. Caution must be used in considering both the dates and amounts shown as Service re-
quesis In the tabulations. There have been many occasious when OSD/BOB review of a proposed
Service program chauge was initiated prior to receipt of a formal program request document,
which was processed only atter informal advice of the OSD position was received by the Service.
There have also been Service requests that were withdrawn and resubmitted after the OSD review.
In these cases, where the events are difficult to identify at a subsequent date, both the time lag
between the Servlce request and OSD action and the magnitude of program adjustments made in
OSD are understated on the record.
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i On the whole, 1t must be considered from the record that OSD/BOB action was
highly responsive to program change requirements. 1t is evident that nrgent program change
requirements receved expedited processing and that decisions were made reasonably promptly
on program submissions. Yiewed o retrospect, uncertainties in determining requirements were
common to all staft levels preparing and reviewing supply programs during the Vietnam era and
there were areis in which OSD/BOB analysts a -.epted inadequate justifications as well as areas
m which they were too reluctant to recognize increased needs. The logistical support which was
dependent on stock fund fingncing is generally considered to have reached the combat area in
adequate quantities und wiuh reasonable timeliness. Despite the program objectives, financial
limitations were not surcessful in preventing the accumulation of substantial quantities of excess
mventories of expense-type materiel both in Southeast Asia and in some parts of the CONUS
deput system. Unde. the eircumstances, however, it would be difficuit te conclude that program
decisions could have been significantly more aceurate than they were or that errors in judgment
were not relatively minor.

e, During the 5-year period from FY 63 through FY 69, net sales (reimbursable issues)
of the five stock funds amounted to $52. 8 biltion. During the same nericd, the aggregate obliga-
tions excceded the 1ssues by $2.,2 billion. fn addition, a net amount of $3. 6 billion of inventories
was capitalized in the stock funds during these § years, most of which was during FY 69. The
overall result was an increase in the total stock fund inventcries by $5. 4 billion, from: $5.7
biliion at the end of FY 64 to $11.1 billion at the end of FY 69.

h. The tables which are presented for each stock fund fail to reveal certain factors
which were particularly pertinent in some apportionment actions. For example, actions during
the last quarter of a fiscal year are often related to commitment authority which provides financ-
ing for the administrative lead time period before an obligation is incurred. There are internal
fiscal procedures which can be used by inventory control points to permit taking pre-aware pro-
curement steps without the availability of commitment or obligation authorlty. fnventory manag-
ers and procurement activities prefer, however, to have the assurance of financial program sup-
port that is provided by the reservation of funds against commitmeut authoriiy when procurement
requests are initiated. In most cases, administrative lead time in the distribution of funding
authority and in the procurement process are such that it is difficult for obligations to be in-
curred prior to 30 June unless they have been authorized prior to the beginning of the last quar-
ter. Recognition of increased requirements in the last quarter, therefore, may take the form
of reprogramming approval or increased commitment authority, when it is clear that there is
not sufficient time before 30 June for the total obligations incurred to be Increased.

i In addition, the data showing the relationship between sales and obligations does not
reveal the imract of unfilled customer orders. Materiel should be on order to cover all requisi-
tious placed on backorder because stock is not available for issue. Accordingly, sales which lag
beiow the programmed amount may not indicate decreased procurement requirements where the
anticipated demands have resulted in increased unfilled orders. Conversely, a decline in un-
filled orders may indicate a greater decrease in obligation requirements than wouild be related
to a change only in the level of sales. As indicated in the Supply Operations monograph aad the
DSA-GSA Support monograph, FY 66 and FY 67 were generally years of Increaslng backorders,
indicating that demands were exceeding current sales, while in subsequent years the back orders
were decreasing and demands on which stock level requirements are based were lower than the
rate of sales. .

2. ARMY STOCK FUND

Q. For each fiscal year, Table B-1 show the chronological development and change of

© the totat aunial program. 1o each enr through FY 69, the first line is the budget year progiam

iri the Budge! and the last line is the actual data reported at the end of the year. The intervenlng
liti#s are apportionments on DD Form 1105, identified by number, with the current year program
revision in the President’s Budget inserted at the applicable point. In a few cases, there have
been program actlons, shown as unnumbered, which did not involve a DD Foirm 1105 and were
otherwise recorded (such as, approval of reprogramming of commitment authority to obllgaticn
auvthority near the end of a fiscal year).
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TABLE B-1

ARMY STOCK FUND PROGRAM
{In Millions of Dnllarsy

Service Request 0SD/BOB Approved
Serial Net Date Net
No, Date Sales Obligations OSD BOB Sales Obligations

Fiscal Year 1965

In FY 65 Budget {Dec 1963} 2106 2027
i 16 Jun 64 2481 2262 17 Jun 24 Jun 2428 2250

In FY 66 Budget 2484 2384 {Dec 1964) 2233 2083
2 15 Jan 65 2233 2114 22 Jan 1 Feb 2233 2034

3 " 8 Mar 65 2273 2145 8 Mar 11 Mar 2273 2145

4 26 Apr 65 2327 2267 29 Apr 12 May 2276 2175

5 6 May 65 2277 2231 10 May 12 May 2277 223

6 21 May 65 2271 2281 21 May 21 May 2277 2281

7 1 Jungs 2288 2309 2 Jun 10 Jun 2288 2322
Actual 2265 2330

Fiscal Year 1966

In FY 66 Budget 2550 2446 {Dec 1964) 2280 2117
1 B Jun 65 2493 2218 30 Jun 13 Jul 2417 2116
2 3 Sep 65 2796 2765 10 Sep 15 Sep 2773 2637
3 19 Nov 65 3028 3164 22 Nov 26 Nov 3028 3164
In FY 67 Budget 3256 4038 {Dec 1965) 3155 3690
4 23 Dec 65 3155 3G90 28 Dec 4 Jan 3155 3690
5 25 Feb 66 3413 4041 3 Mar 8 Mar 3234 3889
] 1 Apr 66 3333 4487 6 Apr 8 Apr 3333 4256
7 7 Apr 66 3345 4506 12 Apr 15 Apr 3345 4403
8 3 May 66 3345 4451 Returned
8 25 May 66 3263 4556 26 May 27 May 3253 4458
X 3 Juz 66 3253 518 7 Jun X 3253 4518
Actual 3173 4164

Fiscal Year 1967

In FY 67 Budgat 3784 3788 {Dec 1965) 3685 3510
1 23 Jun 66 4443 3995 30 Jun* t Jut 3186 3105
2 26 Oct 66+ 3351 3232 2 Nov* 7 Nov 3351 3232
In FY 68 Budget 5203 6148 (Dec 1966) 4902 1857
3 20 Dec 66 4891 5202 29 Dec* 5 Jan ‘3705 3974

*Not for full fiscal year; represcnts nine months program.
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Serial
_No. Date
4 . 21 Marv 67
5 14 Apr 67
6 23 May 67
Actual

In FY 68 Budget

1 30 Jun 67
2 5 Sep 67
2 27 Sep 67
3 X
In FY 69 Budget
4 25 Jan 68
5 12 Mar 63
6 5 Jun 68
Actual

In FY 69 Budget
1 25 Jun 68
[n FY 70 Budget
2 7 Mar 69
Actual

In FY 70 Budget
1 18 Jut 69
X X

In ¥Y 71 Budget

Service Request

Net
Sales
AT0L
4701

AGO

4558
1074
4178
4089

1213
3931

3733

FINANCIAL MANAGEMENT

TABLE B-1 {Continucd}

_QSD/ BOB Approved
Date Net
Ohligations osnp . BOB Sales
4519 30 Mar 4 Apr 4533
4519 9 May 10 May 4701
4720 20 Jun 20 Jun 4643
4476
Fisecal Year 1968
5289 {Dec 1966) 4231
4709 30 Jun 30 Jun 4222
4055 Returned
4055 28 Sep 11 Oct 4369
X 25 Nov 7 Dec 4369
4576 (Dec 1967) 4369
3986 Returned
3990 14 Mar 20 Mar 3974
3833 20 Jun 21 Jun 4011
3935
Fiscal Year 1969
5097 (Dec 1967} 4266
3852 29 Jun 8 Jul 4026
4067 {Dec 1968) 4107
377 26 Mar 4 Apr 4031
3926
Tiscal Year 1970
4208 {Dec 1968) 4118
3573 24 Jun 1 Jul 3907
X 12 Sep X 3790
3386 (Dec 1969} 3704

Obligations

4372
4519
4656
4563

3950
3718

4004
4004
3989

3675
3809
3790

4109
3560
3740
3686
3657

4084
3755
3362
3165
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b. In FY 65 the Army Stock Fund program was overstated in the initiul apportionment
and was therefore cut back in the fall budget review and in the related reapportionment in Janu-
ary 1965. Although actual issues by 30 June were little more than was estimated in the pre-
ceding fall, five reapportionments were processed between March and June to provide additional
obligation authority to support developments in Vietnam. These program increases were rela-
tively small and obviously reflected an inability to determine the extent of the increased require-
ments which were pending.

c. In FY 66 the initial apportionment in June 1965 was consistent with the program level
recognized at that time. The escalating requirements during the year resulted in eight reappor-
tionments and program increases between September and early June. Actual sales for the year
were almost exactly the total amount estimated by OSD in the {all budget review, although the
Army repeatedly submitted higher estimates. The obligations programmed were increased
from the initial $2, 116 million to $3,690 miliion in three actions Letwesn September and Decem-
ber. The last increase reflected the guidance given to the Army to make some "selective in-
creases, on a temporary basis, in the wholesale supply levels of secondary items in order to
enhance responsiveness to unanticipated surges in demand due to Southeast Asia operatious.”
After the midyear review, five additiunal program increases were processed during the period
from February through June 1966, which increased the obligation authority by an additional $828
million to $4, 518 million. At the end of the fiscal year, a net investment change (excess of
obligations over net sales) of almost $1.3 billion had been made in the Army Stock Fund, although
no additional capital was appropriated during the year.

d. On the basis of specific guidance provided by the Secretary of Defense the initial
FY 67 apportionment in June 1966 covered estimated sales for nine months and the estimated
obligations which would have to be incurred prior to 1 April 1967. 2 The amounts initially esti-
mated were only slightly low, since they turned out to be 71 percent of the actual sales for the
year and 68 percent of the actual obligations. One interim program increase was processed in
October and the program was substantially increased at the end of December after the budget
review. Three additional reapportionments between March and June increased the approved
obligations by $682 million to $4,656 million. The last two increases were made somewhat re-
luctantly by OSD, to alleviate particular areas where urgent requirements were unfunded, be-
cause sales were clearly falling below the amounts previously anticipated and because of con-
cern that excessive quantities of some items were being purchased., Accordingly, the Deputy
Secretary of Defense forwarded to the Army specific guidelines for requirements determinations
on which procurements were authorized to be based and directed cauncellation of commitments
and of orders, where practicable, when in excess of the guideline objectives. 3 At the end of the
fiscal year, actual net sales were $426 million lower than had been anticipated in the budget re-
view during the second quarter of the year. Actual obligations were $87 million greater than the
net sales, aithough planned in the budget to be $45 million lower than the nct sales.

. In recognition of the excess stocks in the Pacific and the reduced pipeline require-
ments related to more efficient supply operations, a significantly lower stock fund program for
FY 68 was reflected in the initial apportionment in June 1967, An increase was made in Sep-
tember prior to the fali budget review, followed hy a decrease in March, after the midyear re-
view. Part of the March reduction in authurized obligations was restored in June, in view of the
Army's inability to restrain procurement reasonably, to the extent desired by OSD. At the end
of the fiscal year, actual net sales were $434 million lower than had been programmed in the
budget revlew during the second quarter. Obligations also were $199 million lower, but the et
investment reduction was ouly $145 million where a $380 million reduction had heen Ludgeted.

1Deputy Secretary of Defense (Comptroller) Memorandum, subjcct: Army Stock Fund Operations, 29 Novem-
ber 1965. T - .

2Secretary of Defense Memorandum, subject: Initial Program and Financial Plan for FY 67, 22 June 1965,

3Deputy Secretary of Defense (Comptroller) Memorandum, subject: ilim-vgtocl_-;_l-‘_u_gn_i (Ooarations, 9 Aay
1967,
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Serial
No, Date

In FY 65 Budget
1 11 Jun G i
2 X

[n FY 66 Budget

Actual

In FY 66 Budget

L 14 Jun 63
2 X
In FY 67 Budget
3 6 Jan 66
4 X
3 21 Feb 66
[ 24 Mar 66
7 13 May 66
8 27 May 66
Actual

In FY 67 Rudget
1 19 May 66
2 13 Oct 656*

In FY u8 Budgot

3 27 bec 66*

4 2 Mar 67*

5 22 Mar 67

6 20 Apr 67

T 1 May 67
Actual

*Not for full fizcal year:

NAVY STOCK FUND PROGRAMS

Service Request

TABLE B-2

{In Millions of Dollars)

FINANCIAL MANAGEMENT

0SD/BOB Approved

Net Daie Net
Sales Obligations 0sh BOR Sales
Fiscal Year 1965
1252 1221 {Dec 1963) 1252
1223 1182 16 Jun 22 Jun 1223
X X 30 Sep X 1223
1201 1194 (Dec 1964) 1201
1206
Fiscal Year 1966
1205 1169 (Pec 1964 1205
1217 1153 30 Jun 13 Jul 1217
X X 30 Sep X 1217
1378 1483 {Dec 1965) 1391
1391 1667 10 Jan 13 Jan 1217
X X 13 Jan 18 Jan 1391
1410 1714 28 Feb 3 Mar 1410
1410 1501 19 Apr 26 Apr 1410
1410 1528 17 May 27 May 1410
1410 1532 Returncd
1405
Fiscal Year 1967
1413 1440 (Dee 1963) 1481
1481 1504 30 Jun* 1Ju 1061
1061 1061 21 Oct* 27 Ot 1061
1536 1733 (Dec 1966) 1511
1094 1278 29 Dec* 4 Jan 1094
1127 1328 & Mar* 10 Mar 1127
1555 1700 30 Mar 4 Apr 1550
1595 1753 Withdrawn
1613 1771 4 May 10 May 1613
1553

represents nine months program.

Obligationsg

1190
1182
1190
1155
1172

1134
1153
1153

1353
1667
1701
1501
1528

1508

1502
1061
1061
1548
1278
1328
1686

1771
1707




Service Request

TABLE B-2 (Continued)

FINANCIAL MANAGEMENT

08D/ BOB Approved

Serial Net Date Net
No. Date Sales Obligations OsD ROB Sales Obligations
Fiscal Year 1968
In FY G8 Budget 1628 16330 {Dece 1966) 1602 1587
1 8 Jun 67 2010 200 30 Jun 30 Jun 1956 1915
in FY 69 Budget 1919 Y oauu2 {Dec 1967) 191t 1908
2 22 Nov 67 1919 2032 25 Jan 31 Jan 1914 19t8
3 15 Mar 68 1849 1967 22 dar 27 Mav ts1d) 1908
4 23 Apr G 1849 191s Returned
4 5 Jun Gb 1818 1902 26 Jun 25 Jun 18198 1aul
Aetual 1805 1674
Fiscal Year 1969
In FY 69 Budget 2594 2598 (Dec 1967) 2055 2418
1 5 Jun G8 2508 2522 26 Jun 3 Jul 2508 2322
In FY 70 Budget 2528 2038 (Dec 1968) 2340 22065
2 14 Jan 69 2349 2265 27 Jan 3 Fubh 2349 2265
3 20 Mar 69 2413 2412 8 Apr \pr 2413 2347
Actual 2277 2229
Fiscal Year 1570
In FY 70 Budget 2017 3025 {Dec 1568) 2910 2762
1 16 Jun 69 2852 2910 25 Jun 1 Jul 2452 2723
2 3 Oct 69 2767 2597 15 Oct 21 Oct 2767 2597
In FY 71 Budget 2376 2573 (Doe 1965 2192 2117
f. The initial FY 69 apportionment was revised only once duving the year, in March

following the midyear review.

and ooligations.

This adjustment was a relatively small inerease in both sales
The aetual sales at the end of the year were 3100 million lower than the initial

apportlonment program, but obligations were $97 million higher, with a $269 millivn reduction

in net investment.

3. NAVY STOCK FUND

a. Table B-2 portrays the requested ano approved progrims in the same nuuner s

the Army programs were presented in the preceding section.

b. The FY 65 program for the Navy Stock Fund was stable and wus not really alleciod

by developments in Vietnam.
providing program creases between January and May 1966,

The impaet in FY 66, however resulted in tour reapportiovnments
These included a special author-

ization ef $200 milliov, withdrawn after enactment of the supnlementsl approprintion in March,
to finance ordering of construetion materials in advance of the avialatnlity of additional appro-
priations for militavy construction in Vietnum.
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c. Ay deseribed in the section discussing the Army program, the initial apportionment
for FY 67 was nurde on a nine months basis. Significant program inereases were processed at
the end of December and in early March before the program ‘vas inereased at the end of Mareh
to cover the full year. A further increase, only 2 small part of which was refleeted in the actual
results at the end of the year, was prucessed in May. At the end of the fiscal year, the net in-
vestment increase wis $154 million, compared to an inerease of $37 niillion planned in the bud-
get review in the second quarter.

d. The prugram in the inittal FY 68 apportionment in June 1967 was considerably higher
than the progrum for the preceding year, due to procedural changes in stock fund utilization.
Three reapportionments were processed during the last half of the fiseal year, whieh redueed
the estimated sales but did not change the total obligations approved. Substantially increased
requirements for Da Nang were provided, however, with offsetting reduetions in other areas.

At the end of the fiscal year, a net investment increase of $69 million had oecurred, although
i decrease of $6 miltlion was planned in the budget review in the second yuarter. Most of the
change way due to increasing the pipeline to Da Nang.

e. The FY 69 program was adjusted by two reapportionments during the year. The first
wias made at the end of January and redueed both the estimated sales and obligations. The
second was an increase made in April to cover the anticipated effeet of proeedural ehanges but
proved, in fact, to be neither needed nor used. The aetuai net investment deerease during the
year of $48 millon was somewhat less than the $84 million which had been planned in the budget
review in the second quarter. In the management of the depet stocks of both ships parts and
electronics, the inventory eontrol points were under continuing financial pressures to meet the
program objzctives approved by 08D,

1. MARINE CORPS STOCK FUND

i Tabie B-3 presents the Marine Corps Stock Fund programs.

b. In FY 65, a small increase in issues from the Marine Corps Stoek Fund took piace
in the tatter part of the year and corresponding lucreases in obligation authority were provided
in reapportionments during April and May. The Liltial apportionment at the beglnning of FY 66
was based on the pre-Vietnam budget program. The greatly increased requirements were
recognized in the budget review in the fall of 1965 and authorized ln a reapportionment In
January. Additional obligation authority was provided in reapportionments during April and
June, although actual sales did not reaeh the levels estimated in the second quarter of the year.
At the end of the year, the actual net investnient inerease amounted to $75 milllon.

e, The initial apportionment for FY 67, in June 1966, eovered only a nlne months
estimate, as in the ease of all other stoek funds. A substantial program inerease was proeessed
in Decemtr, after the fall budget review, and the reapportionment to eover the full year was
processed at the end of Mareh. Actual sales for the fiseal year were substantially less than
had been projected, so that a net investment inerease of $49 milllon oeeurred when an Increase
of $11 million had been approved in the budget.

d. The inltial apportionment for FY 68 wus based on the hilgher rate of sales that had
been estimated in the spring of 1967, but also provided for a substantlal reduetlon Iln the CONUS
inventory levels which were in exeess of computed requlrements. In March 1968, the reappor-
tionment following the mldyear review, was based on a much lower sales estimate, with a
relatively smali decrease in the obligations authorlzed. Proeurement during the early part of
the fiseal year had proeeeded so rupldly, however, before requirements were adjusted to refleet
the uetual rates of demands and issues in ealendar year 1967, that funding authorlty was fully
commutted early in the fourth quarter. On 3 May 1968, OSD was advised that procuremnents of
urgently needed items could not be made and that troop support would be In jeopardy unless




FINANCIAL MANAGEMENT

TABLE B-3

MARINE CORPS STOCK FUND PROGRAMS
(In Millions of Dollars)

Service Request 0SD/BOB Approved
Serial Net Date Net
No. Date Sales Obligations 0OSD BOB Sales Obligations

Fiscal Year 1965

In FY 65 Budget 131 149 (Dec 1963) 131 120

] 1 11 Jun 64 130 119 16 Jun 22 Jun 130 119
] 2 13 Oct 64 130 124 29 Oct 5 Nov 130 119
{; In FY 66 Budget 120 134 (Dec 1964) 130 123
3 1 Apr 65 130 123 8 Apr 21 Apr 130 123

2 4 11 May 65 133 125 %7 May 2 Jun 133 125
2 Actual 135 123

Fiscal Year 1966

1 In F'Y 66 Budget 133 136 (Dec 1964 133 121
s 1 14 Jun 65 133 121 30 Jun 13 Jul 133 121
2 8 Oct 65 133 125 12 Oct 15 Oct 133 121

1 In FY 67 Budget 188 240 (Dec 1965) 205 224
3 6 Jan 56 205 224 13 Jos 18 Jan 205 224
' 4 24 Mar 65 205 244 6 Apr 8 Apr 205 244
5 18 Max 66 226 288 3 Jun 10 Jun 226 288

Actual 193 268

In FY 67 Budget 225 260 {Dec 1965) 225 191
1 13 May 66 261 211 30 Jun* 1 Jul 189 156
2 21 Qct 66* 189 156 31 Oct* 4 Nov 189 156
3 9 Nov 66* 235 169 8 Dec* 13 Dec 238 261
In FY 68 Budget 324 373 {Dec 1966) 315 326
4 22 Mar 67 315 336 30 Mar 4 Apr 315 336

5 2 Jun 57 315 336 Withdrawn
Actual 253 302

*Not fur full fiscal year; represents nine months program.
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TABLE B-3 (Continued)

!_\'or-vlcc Request 0SD/BOB Approved
Serial Nt Date Net
No. Date Siales Obligatlons 08D BOB Sales Obligationg

Fiscal Year 1968

In FY 6% Budget 31i 308 {Dec 1966) 311 309
; 3 Jun 67 330 304 30 Jun 30 Jun 330 267
2 X X X X 20 Dev 330 267
[n FY 69 Budget 285 283 {Dec 1967) 243 232
3 21 Mar 68 272 266 27 Mar 29 Mar 243 251

4 3 May GH 243 286 Returned
Actual 250 237

In FY 69 Budget 270 327 (Dec 1967) 246 244
1 24 Jun 63 251 234 29 Jun 8 Jul 251 231
In FY 70 Budget 251 234 (Dec 1968) 251 236
2 14 Jan 69 251 236 31 Jan 17 Feb 251 236

3 1 Apr 69 260 253 Returned
4 16 Jun 69 260 253 Returned 259 243
Actual 263 235

Fiscal Year 1970

Ih FY 70 Budzet 296 323 (Dec 1968) 253 241
| 16 Jun 69 270 244 25 Jun 1 Jul 262 245
2 3 Oct 69 254 £35 15 Oct 30 Oct 254 235
In FY 71 Budget 273 291 (Dec 1969) 253 255

immediate funding relief was granted. 4 The OSD disapproval of this request was based primarily
on a determination that the recorded reservations cf funds included such large amocunts that
could nat result in obligations prior to 30 June that ample obligation authority was really avail-
able to cover all tane requirements.? It was also polnted out that censideratlon had to be glven
in initiating procurements, to the program reductions in prospect for FY 69. Although the
correctness of the OSD analysis cannot be disputed, using hindsight, the Marine Corps was
required to undertake difficult reprogrammlng actions. There is littie doubt that needed pro-
curements were curtlled and deferred during thls difficult period. The in.perfect manner In
which the reprogramming was accomplished ls lllustrated by the fact that actual obligations at
the end of the fisciul year were 314 million less than the $251 million authosized. Because of

FAassistant Secretary of the Navy (Financial Management) Memorzndum, subject: Request for Additlonal
Obllgatlonad Authority and -ash for Marine Corps Stock Funil, 3 May 1968,

JAsalatant Seve rel:u'y- of Defense (Comptrollert Memorandum, subject: Request for Adcitlonal Obligational
Authority and cash for Marine Corps Stock Fumd, 16 May 1968,
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this shertfall and some increase in sales recorded at the end of the year, the actual net invest-
ment reduction for FY 68 was §13 miilion. The budget had projected a reduction of only $11
million.

e. In FY 69, the program in the initial apportionment reflected cstimated sales and
authorized obligations somewhat iower than were actually reported at the end of the year. The
only reapportionment followed the midyear review and approved the siight increase in oblipga-
tions. A reprogramming action in June approved a further increase in both sales and obli-
gations, although no reapporticnment was made. The actual net investment reduction at the end
of the year was $28 million, exceeding the reduction of $20 miliion programmed in the initial
apportionment and the revised reductio.. of $16 miliion pianned in the fail budget review. Al-
though inventories on hand were stiil very high, the stratificatious at the end of FY 69 indicated
that $112 million of the material in the Stock Fund was in iong supply and not appiicable to
requirements. A substantial part of this materiel apparently was derived from the net inventory
investment made in FY 66 and FY 67,

5. AIR FORCE STOCK FUND

a. The Table B-4 present the Alr Force Stock Fund programs.

b. The FY 65 program for the Air Force Stock Fund was quite stable. Although a
reapportionment was processed in May, the actual results at the end of the year were consistent
with the initial apportionment made in June 1964. In FY 36, a moderate program increase was
approved in March, following the midyear review. The actual totals reported at the end of the
year were almost identical with the midyear review estimatcs.

c. The initial program for FY 67 was established on a nine months basis, as for the
other Servicc. An interim increase was processed in February 1967, prior to approval of the
program for the full year at the end of March. Further increases were made in May and Juae
o~ the basis of specifically identified higher requirements for fuels and related items, including
herbicides. Actual sales were greater than had been estimated so that the net investment in-
crease of $46 million at the end of the fiscal year, although slightly higher than the estimate
approved in the budget review in the second quarter, was considerably iower than in the pro-
grams approved in May and June.

d.  Very little of the Air Force Stock Fund was subject to apportionment in FY 68. The
approved programs were adjusted upward in the fall budget review and twice in the second half
of the fiscal year, in March and June. Both actual sales and obligations reported at the end of
the year were consicverably greater than the program estimates in June. The net investment
increase of $141 million inade during the year exceeded the increase of $89 million approved
in the Budget, but was only slightly higher than the $125 million increase reflected in the
revised program approved ir June. Apportionment for FY 69 cover only the Medical-Tiental
Division and the new Geperal Support and Systems Support Divisions. The net saies in the new
divisions were overestimated in the initial apportionment and were revised downward in taree
reapportionments in March, April and June. The authori-ud ohiigations were sharply reduced
in March following the midyear review, but a large part o1 the reduction was restored in April
and June. For these divisions, the actual sales and obligations were considerably iower than
the approved program, but the net investnient increase of $27 million was substantially the
amount recognized in Jure. At the time of the midyear review a net investment reduction of
$259 million in these divisions had been programmed and was later deferred to be, in effect,

a part of the reductions planned for FY 70 and FY 71. The other divisions actually recalized
greater sales than were initially programmed, with substantially the san:e obiigations in total,
so that a net investmert reduction of $89 miilion occurred during the year. The Air Force
Stock fund as a whole reported a net investment reduction of $72 million for the year. In FY
70, exemptior of the Medical Dental Division from apportionment became cifective.
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Sertal
Nu. I xiter
i In FY 65 Duwlget
1 N May 64
2 X

In FY o6 Budget

P p— >

x I7 Feb 63
4 6 My 65

Actual

———

In FY 66 Buldget

1 6 May 6
2 14 Ot 65
In FY 67 Budget
3 16 Feb 66
4 T Apr 66
N 4 My 66
Actual

In FY 67 Budget
1 4 Mav 66
& I Ot b

*ln FY 65 Budget

3 10 Feb 67

1 15 Feb &7

3 4 May 67

0 14 Jun &7
Actual

FINANCIAL MANAGEMENT

TADLE B-1

AlR FORCE STOUR FUND PROGRAMS

Service Reques’

Net
Nales

1341
Lid4

1363
1310
134H

13%5v
135%
1365
140
1439
1425
1430

{In Millives of Dollars)

Late
I)hligatign._-a QS BOB
Flscal Year 1965
1375 (Do 1963)
1368 11 Jun I8 Jun
AN 30 Sep X
1567 {Dev 1964)
1342 12 Apr N
6o 23 May 3 Jun
Flscal Year 1966
1361 {Dec 1964)
1364 8 Jun 10 Jun
1357 I8 Oct 21 Oct
1452 {Dec 1965)
1455 7 Mar 10 Mar
1444 I+ Apr 18 Apr
1437 27 May X
Fiscal Yoar 1967
1519 (Dev 19635)
1355 30 Jun* 1Jul
1160 24 Oct* 27 Oct
1601 {Dec 1966)
1216 23 Feb* 7 Mar
1607 30 Mar 4 Apr
1619 31 May 6 Jun
1661 19 Jun 21 Jun

*Not for full fixceal vear; represcuts nlne months progeam
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0OS1/BOB Approved

Net
Sales

1355
1344

1363
1349
1345
1346

1380
1365
1365
1438
1428
1428
1418
1424

1511
1147
1147

1194
1572
1580
1580
1647

Obllgations

1349
1349
1355
1363
1342
1360
1357

1160
1160

1216
1604
1649
1661
1593




Serial
No. Date

In FY 68 Budgct

X 24 May 67
X Jun 67
X ?
1 20 Oct 67
In FY 69 Budget
2 16 Feb 68
3 23 May 68
X X
Actual

In FY 69 Budgct
1 28 May 68
In FY 70 Budget
2 4 Mar 69
3 22 Mar 69
4 4 Jun 69
Actual

In FY 70 Bulget
1 26 May 69
In FY 71 Budget

Service Request

" Net
Sates

3742
362"

3503
3418
3415

3992
3640
3412

6. DEFENSE STOCK FUND

a. Table B--5 presents the aggregate program for the Defense Stock Fund.

FINANCIAL MANAGEMENT

TABLE B-4 (Contlnued)

Date
Ob.igations 0sn BOR
Fisval Year 1968
1693 {Dec 19G66)
2690 8 Jun X
1718 1 Jul X
1718 ? X
1760 27 Oct 13 Nov
1904 {Dec 1967)
1926 29 Mar 3 Apr
2002 Beturmned
X 19 Jun X
Fiscal Year 1969
3492 {Dec 1967)
3488 19 Jun 8 Jul
3520 {Dec 1968)
3350 19 Mar 24 Mar
3370 17 Apr 28 Apr
3354 12 Jun 19 Jun
Fiscal Year 1970
3745 (Dec 196G8)
3635 20 Jun R
3074 {Dec 1969)

0SN/BOB Approved

Net
Sales

3464
3640
3352

Obligatlons

1630

1695
1718
1755
1865
1926

1991
2065

3375
3350

3333
3354

3592
3226
3032

b. The program initially apportioned for FY 65 was increased in relatively smaul

amounts three times between January and April 19635,

Another reapporiionment in June in-

creased the commitment authority. As sales increased during May and June with escalating
demands, Informal approval was given by OSD to incur additional obligations against the com-
mltment authority. At the end of the year, actual net saies were up $68 million from the esti-
mates in the budget review ln the second quarter and actual chligations were up $129 milllon.

c. The inltlal apporticnment for FY G6 reflected the level of sales apparent in June
1965 and the inventory drawdown which was planned in the pre- Vietnam period.

B-15
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4 TABLE B-5

DEFENSE STOCK FUND PROGRAMS
{In Millions of Dollars)

4 Service Request 0SD/BOB Approved
3 Serial Net Date Net
No. _Date Sales Obligations 0SDh BOB Sales Obligationa

Fiscal Year 1965

In FY 65 Budget 1856 1856 (Dec 1963} 1772 1628

1 5 Jun 64 1811 1671 11 Jun 24 Jun 1811 1671

1 2 21 Sep 64 1811 1671 23 Sep 29 Sep 1811 1871
In FY 66 Budget 1808 1727 (Dec 19t 4) 1808 1697
p 3 7 Jan 65 1808 1734 11 Jan 18 Jan 1808 1734
4 2 Mar 65 1846 1779 4 Mar 17 Mar 1846 1779
. 5 8 Apr 65 1826 1804 14 Apr 20 Apr 1828 1781
3 6 26 May 65 1826 1781 2 Jun 8 Jun 1826 1781
" Actual 1876 1828

Fiscal Year 1966

{ ettt Sl b L Gatadas L

In FY 66 Budget 1805 1818 (Dec 1964) 1805 1874

. 1 3 Jun 65 1909 1757 7 Jun 11 Jun 1909 1757

! 2 25 Aug 65 2418 2631 10 Sep 15 Sep 2276 2307
r 3 23 Sep 65 2278 2307 8 Oct 12 Oct 2276 2307
- 4 17 Nov 65 2499 2793 19 Nov 28 Nov 2499 2793
In FY 67 Budget 2666 3207 (Dec 1965) 2884 3118
] 5 29 Dec 65 2664 3138 10 Jan 17 Jan 2684 3138
1 6 11 Feb 66 2937 3805 24 Feb 3 Mar 2987 3699
7 30 Mar 66 2957 4686 8 Apr 8§ Apr 2937 4274
] 8 11 May 66 2971 4274 12 May 12 May 2971 4274
9 31 May 66 2964 4274 3 Jun 7 Jun 2864 4274
] Actual 2943 4248

Fiacal Year 1967

In FY 67 Budget 2851 2664 (Dec 1965) 3003 2893

1 15 Jun 68 4278 3402 30 Jun® 13wl 3210 2973

2 21Sep 86* 3210 2973 27 Sep* s0ct 3210 2973

3 3 19 Dec 86* 3093 3734 29 Dac¢* 3 Jan 3093 3734
| In FY 58 Budget 4508 5130 (Dec 1966) 4396 4588
i 3 18 Mar 67 4096 4484 30 Mar AApr  40% 4484
" Actual 3976 4310

»Not for full fiscal year; represents nine montha program.
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TABLE B-5 (Continued)

Service Request 0SD/BOB Approved
Serial Net Date Net
No, Date Sales Obligations 08D BOB Sales Obligations

Figscal Year 1968

. In FY 68 Budget 4577 5661 {Dec 1966) 4355 4150
[ 1 19 Jun 67 4267 3542 30 Jun 30 Jun 4267 3213
4 2 15 Sep 67 4267 3562 28 Sep 11 Oct 4287 3562
In FY 69 Budget 3810 3446 (Dec 1867) 3500 3100

2 X X X 7 Feb 13 Feb 3500 3100

4 X X X 21 Feb 2] Feb 3500 3150

5 X X X 7 Mar 8 Mar 3515 3157

6 12 Mar 68 3741 3434 22 Mar 27 Mar 3722 3379

Actual 3779 3319

Fiscal Year 1969

In FY 89 Budget 5899 3865 {Dec 1967) 3600 3265

] 1 12 Jun 68 3722 3283 29 Jun 8 Jul 3722 3183
2 X X X 17 Jul 22 Jul 3730 3191

3 19 Sep 68 3737 3290 30 Sep 8 Oct 3737 3290

In FY 70 Bud~ * 3871 3553 (Dec 1968) 3825 3459

] 4 12 Dec 68 3825 3459 23 Dec 30 Dec 3825 3459
5 X X X 22 Apr 28 Apr 3625 3259

Actual 3536 3178

Fiscal Year 1970

In FY 70 Budget 3758 3625 (Dec 1968) 3742 3544

F 1 13 Jun 69 3624 3325 23 Jun 26 Jun 3624 3325
2 3 Oct 69 3513 3150 16 Oct 21 Oct 3513 3150

In FY 71 Budget 334 3086 (Dec 1969) 3208 2815

augmentations were then approved In September and November as escalating requirements were
identified. Reapportlonments processed in January, February, and Aprii amounted to reiatively
large program increases. Two more reapportlonments in May and June provided additional
commitment authorlty. By the end of the fiscal year, the actuai net sales of $2,923 miiiion were
$1,014 million higher than in the inltial apportionment program and actual obligations were
$2,489 million higher. The actual ne\ investment increase {or the year was $i. 323 million.

d. In FY 67 the initial nine months apportionment was revised at the end of December
to provide a substantial increase in obligatlon authority, including $200 miilion for augmen-
tation of mobilizatlon reserve stocks. The reapportionment to cover the fuli year was made at
the end of March. Because demands and sales in the last half of the fiscal year failed to reach
the levels projected in the budget review during the second quarter, the obligation authority
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4uthorized was not fuily used. The actual net investment increase of $334 miliion duing the
year, however, exceeded the $192 million increase pianned in the Budget.

The initiai apportionment for FY 68 in June 1967 reflected a higher sales estimate but a
~ubstantial inventory drawdown, based on the iower demand ievels being experienced and the
estimnited extent to which materiel hand and on order couid be reduced, inciuding & reduction
related to Project 683. Increased obiigation authority was provided in September, but a
reapportionment in February based on the fail budget review took away an even larger amount.
Small increases in okligation authority were provided in reapportionments later in Febrnary
and in early March, before a further adjustment in March recognized that both sales and obii-
gation requirements had been siznificantiy underestimated. At the end of the fiscal year, wlth
the higher sales, the actual net investment reduction was $460 miliion, compared to a $400
million reduction in the Budget.

e, The initiai apportionment for FY 69 reflected total sales at the level for the pre-
ceding year and a net investment reduction of $539 miilion. Reapportionments in July covered
the addition of a program for Defense Atomic Support Agency and in September, the addition of
a program for Nationai Security Agency pius obiigation authority to uffset the iarger than
pianned investment reduction in FY 68. A further increase ln the program was made in Decem-
ber following the fail budget review. When it later became evldent that demands and procure-
ment requirements had been overestimated at that time, a reapportionment reducing the program
was processed in Aprii. The actual results at the end of the year were stlil lower ani tiie actual
net investment reduction for the year was $358 miliion. Of the total DSA inventory on hand at
the end of the fiscal year, $797 million was stratified as long supply. Some part of this long
supply stock had been received as capitallzations when items were transferred to DSA for
management between 1962 and 1969. Some part also resulted, however, from the large nst
inventory investment increased made in FY 66 and FY 67.

7. DD FORM 1105 FORMAT

a. A copy of an approved apportionment is enciosed. Table B-6 lilustrates the defi-
ciencies of DOD Form 1105 (Figure B-1) to record the submisslon and approval of a Stock Fund
financial program.

b. Lines 1 through 6 of the form represent a technical presentation of the amount
available for apportiorment. The amount is determined in a somewhat complex marner but
hag no significance, since line 6 is ordlnarily forced to be equal to the amount apportioned on
iine 7.

c- The significant figures on the form are really limited to the apportionment on line
7 and the footnote which meets the statutory requlrement for approval of the amount of sales
anticipated In accordance with 10 U.S.C. 2210(b).

d. By transferring the date and signature blocks to a form more or less equivalent to
the supporting schedule which is attached to the DD Form 1105, the Form itsel{ would be made
unnecessary. In fac!, it is only in the supporting schedule that it 1s possible to identify what
the financial program for any stock fund is or how it was determlned.
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Item
Clothing
Medical
Subsistence
Ceneral
Industrial
Construction
Electronics
Base Supply

DAS Total

DASA Total
NSA Total
DSF Total

FINANCIAL MANAGEMENT

TABLE B-6
DEFENSE STOCK FUND
INITIAL FY 1970 FINANCIAL PROGRAM

(Millions of Dollars)

Obligation Commitment
Sales Authority Authority
710.0 611.0 110.0
231.0 208.0 40.0
1,240.0 1,237.0 75.0
476.0 431.4 110.0
274.0 236.0 40.0
364.0 325.0 77.0
289.0 232.0 45.0
_18.0 19,0 =
3,803.0 3,304.4 497.0
8.8 8.8 -
12.3 11.¢ .5
3,824.1 3,325.0 497.5

Total
Funding

721.0
249.0
1,312.0
541.4
276.0
406.0
277.0
9.0

3,8C1.4

8.8
12.3

3,822.5
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AFFRGFAIATION SERIAL NG, L3 SNEET N3 [Ho, OF
: APPORTIONMERT AKD REAPPORTIONMENT SCHEDULE SMEETS
3 {OBLIGATION BASIS) 1 1970 1 1
FXTRTY APFAGEHIATION TITLE AKD SYMBOL

Y

: g Departmen’ of 'Defense DEFENSE STOCK FUND
3 CONFONENT "

DEFENSE SUPPLY AGENCY

i AMQUNT ON LATEST |~ SUBMITTED @Y | REQUESTED BY ACTION Y BURE AY
DEICRIEVION o0 FORN 1108 CONPOHENT SLC OLF OF YHE GUDSET
» [

a .

a
AMOUNTS aVAILABLE FOR APFORTIONMENT
1 nEe ONLIGATIONAL aUTRORITY — TOTAL
A AFFNPFRIITI\:NS REALIZED )
2 @, APPROFPRIAT FONS ANTICIP AT[D flni'llﬁlll)
y . OTHLA NEw AUTNORI TATIONS

5 LY THANSFERS OF CURSENT YEAN
e AL L QRIZATIONL IS QR -)
1 UNORLIGATED SALANCE - TOTAL =844,000,000 | 844,000,000 =844.000,000

»
[ sRouoHT rommaRa LT T — - 744,000,000 ! /14,000,000 =744,0060,000
ET TRARIFEAL OF P RIDN YE AR = 100:”_0.0_.!‘115!,.,’.'100 ,000,000 =100,060,000 |
EEIMELESELENTS mAlnmn)-TOTM. 4,666,500,000=,666,500,000  {4,666,500,000 J1/
L [kln[DO! HICEIUEO
'_. CNANGE JH UNFILLED CUSTONI RS 1

. AP P B ENmen e oA T anmwa T g
g 4,666,500,000 &,666,500,000 4,65 00,000
E - ERE AL Bhoibbe et ovmreove—— : Lo g . 22 300,0

[ REcOvERIES OF PAICE TEAR OBLICATIONS -
TOTAL

[ ActusL
€. ANTICIRATED
5. REITORATIONS I+) AMO EFSCISBIONS ANV
3 OTmER WRITE-OPPS I-1
E [ TOTAL AYAILARLE POR APPORTIONNENT 3,R22,500,000 P,R22,500,000 [3,822,500,000
APPORTIONMENTS AND RESERYES
T APPORTIOMNENTI - TOTAL | 3,822,500,000 P,822,500,000 |3,822,500,000

T P—

o [»|mlo]n] s>

b REJERVES - TOTAL
A POR GAVINGS

N
& aunsfQuEny yesng
€. FOROTNER CONY IMOENCH S -

%, TOTAL APPOETIONMENTS AND EESERYEL " 3,822 ,500,000 B,B272,500,000 J3,832,500,000

a/ The enticipnted reimbursements include
entimnted relmbureable sales plus 51,042.4
million enticipated in eccordance with 1/ The inticipated reimburmements include
10 U.5.C, 2210(b)}. eetimeted reimburmmbie enles plum

$1,042.4 million enticipated in

accordence with 10 ¥,5.C. 2210(b).

WEMITTED TO D40 el o
[SIRNa T URE Tawherised Oifiaer - OO Compoment 1744 4
1 (eipned) Melvin H, Baker
E Comptroller 13 Jun Y
Nefense Supply Sgency
| REQUESTED OF KOG icoi & TSR TS
PEEATUAT doherried BViver o1 § ol Do WATE TS TORE —r
Don, &, Brurler I 23 T3 Dcalrl‘i:t’"l'f hgﬁszPSecu:iry
ge?u:y Aselstent Secretery of Programe Divizion lﬁl!&lﬁ"
s i ST

D D ouu ‘ ‘os AESLACES SF 152 PO BEFANTUERT BE LEFENOE VOL.

Faus &Y

.

FIGURE B—I, APPORTIONMENT AND REAPPORTIONMENT FORM
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APPENDIX C

LIST OF ACRONYMS AND ABBREVIATIONS

ADPS

AFLC

AMA

AMC

ARVN

ASD(C)
AUTODIN
BOB

BTC

CFMA

CG

CINCPAC
CINCPACFLT
CMC

CNM

CNO
COMSERVPAC
COMUSMACV

CONUS
cYy

DA
DCIA

automatic data processing sysiems

Air Force Logistics Command

Agency for International Development

Air Materiel Area

Army Materiel Corimand

Army of the Republic of Vietnam

Assistant Secretary of Defense (Comptroller)
Automatic Digital Network

Bureau of the Budget

below threshold change

Centralized Financial Management Agency
Commanding General

Commander in Chief, Pacific

Commander in Chief, U.S. Pacific Fleet
Commandant of the Marine Corps

Chief of Naval Material

Chief of Naval Operations

Commander, Service Force, U.S. Pacific Fieet

Commander, United States Military Assistance Command,
Vietnam

continental United States

calendar year

Department of the Army

Deputy Comptroller - Internal Audit

Development Concept Paper

Cc-3




FINANCJAL MANAGEMENT
E_ DCS Deputy Chief of Staff
; DDR&E Director of Defense Research and Engineering
, DGM Defense Guidance Men.orandum
DOD Depz+tment of Defense
DODI Department of Defense Instruction
DPM Draft Presidential Memorandum
E DSA Defense Suppiy Agency
[ DSU Direct Support Unit
FLC Force Logistic Command
Lﬁ FM financial management
FMF Fieet Marine Force
E FMFPAC Fieet Marine Force, Macific
FMSO Fieet Material Supply Office
E FSR Force Service Regiment
? FWMAF Free Worid Military Assistance Forces
3 FY fiscal year
5 FYDP Five Year Defense Program
— GAO General Accounting Office
GNP gross national product
1 GOA " General Opercting Agency
- GSA General Services Administration
Iccv Inventory Control Center, Vietnam
iF industrially funded
&L instaliztions and iogistics
JC8 Joint Chiefs of Staft
JFM Joint Force Memorandum
JLRB Joint Logistics Review Board
JRDOD Joint Research and Ceveicpment Objectives Document
JSOP Joint Strategic Objectives Plan
LCO-P Logistic Cratrol Office, Pacific
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MACV
MAF
MAP
MASF
MILCON
MILSTRIP
MLSF
MPM
NAVAIR
NAVORD
NIF

NRD
NRFO
OASD(ILL)

QASIS

OI'DRLE
OFFS
OPBud
OPTAR
oLtM
OMA

PACAF
PACFLT
PAO
P/BD
#CD
PCR

FINANCIAL MANAGEMENT

Military Assistance Command, Vietnam
Marine Amphibious Force

Military Assistance Program

Miliiary Assistance Service Funded

Military Construction !
Mililary Sta.dard Requisition and Issue Procedures
Mobile Logistics Support Forces

Major Program Memcrandum

Naval Air Systems Comn.and

Naval Ordnance Systems Command

Naval Industrial Fund

non-recurring demands

Navy Regional Finance Office

Office of the Assistant Secretary of Defense (Installations and
Logistics)

Army Materiel Command Owmership and Accountability of
Super High Dollar Value Secondary Items in Oversea Theatre

Depots

Cifice of Director of Defense Research and Engineering
Operating Forces Financial System
operating budget

operating target

Operations and Maintenance
Operating and Mzintenance, Army
Oflice of the Secretary of Defense
Pacific Air Force

Pacific Fleet

Primary Action Officer
Program/Budget Decision
Program Change Decision
Program Change Request
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PDM

PLA

PRIME
PPBS

RD

R&D

RUC
RVNAF
SCN

SEA
SECDEF
SE Asia
TOA
TYCOM
U.S.
USAF
USARPAC
USARYV
USARYIS
U.5.C.
WESTPAC

3s
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Program Decision Memorandum
Principie Logistics Agent
Program Objective Memorandum
Priority Management Efforts
Planning, Programming and Budgeting System
recurring demands

Research and Development
Reporting Unit Code

Republic of Vietnam Armed Forces
Shipbuilding and Conversion, Navy
Southeast Asia

Secretary of Defense

Southeast Asia

total obligational authority

type commander

United States

United States Air Force

U.S. Army, Pacific

U.S. Army, Vietnam

U.S. Army, Ryukyus Isiands
United States Code

Western Pacific

A mechanized supply and financial system
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